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Your 


plan in the light of collective bargaining develop- 
ments, inflationary trends and other economic 
changes? If not, your plan may be failing to attain 
the objectives for which it was originally designed. 


You may find that new provisions which are emerg- 
ing in other plans —-such as higher minimum pensions. 
increased disability benefits and more liberal vesting 
provisions——have outdated your plan. There is one 


sure way to find out how current trends in the pen- 





Pension Plan may need re-styling, too 


Have you recently reviewed your company’s pension 


sion field will affect your company. Talk with a 
firm of qualified, experienced consultants thoroughly 
familiar with the latest developments in all phases 


of employee benefit planning. 


Johnson & Higgins has helped companies in almost 
every field of business up-date their pension plans to 
meet today’s needs effectively. A J&H consultant 
will be glad to call on you, without obligation, to dis- 


cuss your own company pension plan. 
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Editorial material in THE CONTROLLER is 
selected in accordance with the following: 
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1. To establish, coordinate and maintain 
through authorized management, an integrated 
plan for the control of operations. Such a plan 
would provide, to the extent required in the 
business, cost standards, expense budgets, sales 
it forecasts, profit planning, and programs for 
. capital investment and financing, together with 
the necessary procedures to effectuate the plan. 


2. To measure performance against approved 
operating plans and standards, and to report 
and interpret the results of operations to all 
levels of management. This function includes 
the design, installation and maintenance of 
accounting and cost systems and records, the 
determination of accounting policy and the 
compilation of statistical records as required. 


3. To measure and report on the validity of 
the objectives of the business and on the effec- 
tiveness of its policies, organization structure 
and procedures in attaining those objectives. 
This includes consulting with all segments of 
management responsible for policy or action 
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THE STUDENTS ANSWER THE CONTROLLER 


The March 1958 issue of THE CONTROLLER carried, in 
this column, a letter from one of its readers, John V. van 
Pelt III, who was then controller of the Kendall Company 
(Mr. van Pelt is now controller of Vulcan Materials Com- 


pany). 


Mr. van Pelt’s letter caught the eye of another 


reader, R. N. Anthony, who is a professor at the Graduate 
School of Business Administration, Harvard University. 
Professor Anthony took the letter, condensed it and gave 
it as an examination question to some students in his 
second-year course. The students had only one hour to read 
the letter, think about it, and then write their own answers. 
Since they were working under the stress of an examina- 
tion, their papers were not “polished.” Three of the re- 
plies, along with the condensed form of Mr. van Pelt’s 
letter are printed below with the thought that they might 


be of interest to our readers. 
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A Letter to the Editor 
(Suggested Time) 
(1 hour) 


Question: The letter given below in con. 
densed form was written by the controller 
of a large manufacturing company and 
appeared in THE CONTROLLER (monthly 
magazine of Controllers Institute) jn 
March 1958. You are asked to prepare a 
rough draft of a reply suitable for pub. 
lication as a letter to the editor in the same 
magazine. ; 

I am always a little breathless when an 
author starts an analysis of a business- 
management problem by assuming that a 
questionable premise has been proved. 
Before I can accept the discounted-cash- 
flow method of appraising capital-invest- 
ment proposals as being sound in its own 
right, I must have several points clarified, 

It seems to me that there is a funda- 
mental weakness in the use of the discount 
method since it presupposes that any 
monies returned will be reinvested over 
the entire life of the project at the rate of 
return arrived at by the formula computa- 
tion. However, this argument falls of its 
own weight since the discount method is 
recommended as a means of selecting 
those projects that produce the highest 
rate of return. The remaining opportu- 
nities for investment in the future per- 
force will not provide an opportunity for 
reinvestment at the necessarily attractive 
rate. 

A second difficulty that I envisage is 
the necessity for management to be able to 
compare projected rates with actual ac- 
complishments. While individual projects 
can be measured in terms of actual dollars 
of profit or cost savings, one also attempts 
to measure the over-all performance of 
profit centers. I have not yet been able to 
apply a discount method to the measure- 
ment of the profit of an autonomous di- 
vision so that I can weigh the profit for 
the individual projects against the trend 
of profitability for the entire division. 

I am clear that the consistency of ap- 
plication in any formula devised is the 
primary essential. In fact, I would rather 
have a consistent overstatement of return 
in a formula, so long as I could feel rela- 
tively sure that the pattern of overstate- 
ment was present with a degree of regu- 
larity, than to apply a formula which in- 
volved unknown fluctuations which were 
not discernible. The unadjusted-return-on- 
average-investment method, which the 
“molar ’ authors scorn and cast aside, 
does produce basic elements of overstate- 
ment, but I can ascertain the degree of 
error which I could not do if I were using 
the discount method. Moreover, these 
methods can also be applied to results of 
an entire division. Use of a cash payback 
could have justification under certain 
conditions, but should not be related to 
uses of rate-of-return calculations. 

(Continued on page 402) 
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Just in time for the tax season! Now, any account- 
ing firm or department can own Bruning’s remark- 
able new Copyflex Model 105 copying machine - 

priced no higher than a typewriter! With this 
professional diazo copying machine, you can make 
sharp, low-cost copies of tax returns and support- 
ing schedules directly from government and state 
approved translucent forms, filled out with pencil, 
ink, or typewriter. And any Copyflex copy is accept- 
able for filing. You eliminate slow, costly retyping, 
proofreading, and rechecking. Letter-size copies 
cost only 1144¢ each. Mail coupon for more infor- 
mation about the remarkable low-cost Model 105. 
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Copytlex 


Charles Bruning Company, Inc., Dept. 9-P 
1800 Central Road, Mount Prospect, Ill. 


Offices in Principal U. S. Cities 
In Canada: 103 Church St., Toronto 1, Ont. 


Please send me free literature on your new Copyflex 105 
for tax returns and accounting. 


Name Title 








Company 
Address 





City County 











I have had numerous discussions with 
men from consulting firms and from other 
educational institutions, and it has seemed 
to me that in each instance they have 
started with the premise that “its (the 
discount method) soundness has been 
proved.”” Unfortunately, I have not yet 
been able to elicit from these authorities 
the answer to the basic questions which I 
have enumerated above. 


A LETTER TO THE EDITOR 
from Roderick H. Carnegie 


Is the discounted-cash-flow method of 
appraising capital-investment proposals 
sound ? 


Mr. asked this question in his 
letter of March 1958 and stated that he 
wished to have several points clarified. In 
this letter an attempt is made to present a 
brief answer to the questions he raised. 
The writer should at this stage state that 
in his opinion the method is sound but 
that there are problems raised by Mr. 

which have not yet been satisfac- 
torily solved. 

Point 1—Mr. says that the dis- 
counted-cash-flow method presupposes 
that any monies returned will be rein- 
vested over the entire life of the project at 
the rate of return arrived at by the formula 
computation. 

This remark suggests that Mr. 
may have a slight misunderstanding about 
the task which the discounted-cash-flow 
method is trying to accomplish. 

If we accept as our definition of the 
rate of return that it is the dollar sum re- 
turned over the amount of money set at 
risk for the period (also in $), then the 
cash-flow method can be thought of 
diagramatically as follows: 
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The gray squares show the cash inflow 
which we anticipate will arise from our 
investment in a new five-year project. The 
crosshatched areas show the amount of 
money set at risk for the length of time 
shown. The solid black areas show the 
amount of return paid by the particular 
investment to the investor for the total 
amount set at risk for that period. 

In other words, if the investment is 
made on December 31 of year 0 and the 
return is made on the last day of year 1, 
then the lump sum returned represents the 
sum of both (1) a return based on the 
total amount of risk for this period (in 
this case the total investment) shown in 
solid black; and (2) a sum returned to 
help reduce the amount at risk shown in 
the crosshatched area. 

This return is at the rate given in the 
computation and as the one which man- 
agement feels will recompense stockhold- 
ers for the risk involved and for their sac- 
rifice of present consumption (i.e., for 
their retaining of earnings in the busi- 
ness). 

The method makes no statement at all 
about what management does with the 
money returned to it shown in the cross- 
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hatched areas. This money may be ip. 
vested anywhere, or paid out without jp 
any way invalidating this method. 

Point 2—The discount method is tec. 
ommended as a means of selecting those 
projects that produce the highest rate of 
return. The remaining opportunities for 
investment in the future perforce will not 
provide an opportunity for reinvestment 
at the necessarily attractive rate. 

The discount method does provide a 
means of selecting between alternatives 
which have the same degree of risk in- 
volved. It does not mean, however, that 
the investment showing the highest return 
should necessarily be taken. The aim js 
that management will select a combination 
of investment opportunities so that the 
realized rate of return will be higher than 
that which is presently obtained by the 
stockholder. 

Where two projects are of the same 
risk to the stockholder, then an analysis of 
the expected rate of return does provide a 
way of reaching a decision (after all non- 
quantitative factors have also been deemed 
equal). 

The method says nothing about those 
opportunities which may become available 
at a future period. It does suggest that if 
taking a particular investment now defi- 
nitely precludes the taking of a second 
alternative at some future date, that an 
analysis along the discount method lines 
will show at what rate the fixed alternative 
must earn to make it rational and profita- 
ble to accept it and to sacrifice the second 
alternative. 

Point 3—The necessity for management 
to be able to compare projected rates with 
actual accomplishments. 

It is true as Mr. states that this 
represents a real difficulty. The measure- 
ment of specific projects’ actual returns 
and a comparison against projections is 
very time-consuming but it can be done 
and it does provide a check against over- 
optimistic estimates. :i 

To apply a discount method to the anal- ; 
ysis of the customer's division is even 
more difficult. By dividing all the assets 
of the corporation into divisions—and by 
holding the division manager responsible 
for the return which is realized on these 
assets, it is possible to make some com- 
parison after the fact of the total return 
realized by the division. It is necessary to 
make this allocation and assignment of 
responsibility if the measure is to be used 
and accepted by management. 

With this return calculated it would be 
possible to graph the rate of return from 
all the assets of a division against the 
specific rate actually realized by the proj- 
ect. The comparison could really only 
show trends because of the problem of 
inflation and of the subsequent difference 
between dollar returns and projections 
(where these are made in constant-dollar 
terms). 





(Continued on page 404) 
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‘‘Xerography helps us render 
better service at lower cost.”’ 
L. J. KALMBACH, President 


Massachusetts Mutual Life Insurance 
Company 


Massachusetts Mutual speeds paperwork duplicating, saves 
thousands of dollars yearly with XeroX® copying equipment 


REPRODUCING «© bulletins « reports « manual changes « statements « memos 


Three years ago Massachusetts Mutual 
Life Insurance Company, one of the 
10 largest life insurance companies in 
the United States, installed XeroX 
copying equipment to speed its paper- 
work duplicating. 

Since then, the company has made 
substantial savings in the xerographic 
preparation of offset paper masters 
from which multiple copies of bulle- 
tins, statements, reports, memos, and 
many other items are run off on an 
offset duplicator. 

The ultimate purchase price of the 


XeroX equipment (reduced through 
applied rentals) has been completely 
written off, and the cost of acquisition 
has been more than recovered from 
savings made. 

Equally gratifying are the time sav- 
ings. Conventional reproduction meth- 
ods used formerly required 45 minutes 
per negative. Now, xerography, wher- 
ever used, prepares a completely dry 
master in four minutes. 

Xerography can help you, too. Write 
for proof-of-performance folders show- 
ing how companies of all kinds and 


address changes « many others 


sizes are speeding paperwork and sav- 
ing thousands of dollars yearly by 
xerography. HaLow Xerox Inc., 59- 
129X Haloid St., Rochester 3, N. Y. 
Branch offices in principal U. S. and 
Canadian cities. Overseas: Rank Xerox 
Ltd., London. 


HALOID 
XEROX 








It would be possible conceivably to ad- 
just all assets for the inflationary forces by 
regarding management’s job as compris- 
ing obtaining a sacrifice of command over 
purchasing power by the stockholders, 
earning a return (1.e., returning a stream 
of purchasing power to its stockholders) 
and keeping intact the real sacrifice of 
purchasing power made by the stock- 
holders. 

This problem of after-the-fact account- 
ing is one which is common to all meth- 
ods of deciding on investments. The prob- 
lem is how do you correlate after-the-fact 
results with the calculation before the 
fact of expected results. In this respect all 
systems are equally deficient and _ this 
means that this is no argument for one 
specific system against the discount 
method. The fact is that the discount 
method is the soundest method of deter- 
mining a decision rule. 

Point 4—Mt. _ makes a large 
plea for consistency and claims that the 
unadjusted-return-on-average-investment 
method produces consistent results even 
if these may be somewhat overstated. 

Where investments are of equal lives, 
where they are of the same degree of risk, 


and where the pattern of earnings over 
time is exactly similar, the method which 
he suggests will produce a good decision. 
In this case his argument is valid and it 
may be easier and faster to use his method. 

However, to develop a sound method of 
evaluating investment proposals, it can- 
not be automatically assumed that these 
three factors are all equal for any number 
of investments. If the economic lives are 
unequal, it can be easily shown that the 
unadjusted return may lead you to select 
an alternative which produces high profits 
for a short period over one which pro- 
duces slightly smaller profits for a much 
longer period. The second of these may 
net the stockholder a far greater return, 
but the unadjusted return does not show 
this up. 

The unadjusted return also does not 
provide as good a method for handling 
projects of differing risks, where lower 
returns over longer periods may be better 
than higher returns for shorter periods. 

The pattern of payments is also ignored 
by the unadjusted-return method since it 
does not take account of the relative value 
to the stockholder of dollars now as com- 
pared with dollars five years hence. This is 
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PITTSBURGH, PA. 


of particular importance in complicated 
investment proposals. 

Mr. _____ has apparently not fully 
grasped the discount method and though 
he has highlighted one major problem 
area, namely comparison of realized rates 
with the expectations (with corrections 
for inflation), he has failed to shake my 
belief in the soundness of the discount 
method. The discount method does pro- 
vide the best method of making a com. 
parison of alternative investments before 
the fact and this helps to make better de- 
cisions and improve returns to stockhold- 
ers. 


A LETTER TO THE EDITOR 
from Walter E. Hinrichs 


I refer to a letter which appeared in 
your March 1958 issue. This letter was 
written by the controller of the XYZ 
company and raised some fundamental 
questions regarding the use of the dis- 
counted-cash-flow method. 

His first question had to do with the 
presupposition that any monies returned 
over the life of the project concerned were 
to be reinvested at the rate of return cal- 
culated. This question presumably stems 
from the fact that in the rate-of-return 
calculation the investment base dimin- 
ishes. For example, if I invested $100 at 
a 20% rate of return, the first year I 
would receive $20 & $x. For the succeed- 
ing year, the investment base would be 
$100 — $x, and the 20% rate would be 
applied to this figure to get the interest 
part of the calculation or return. Thus my 
income for this year would be (.20) 
($100 — $x) + $y, where $y equals the 
amount applied to further diminish the 
base. 

In a sense, there is such a presupposi- 
tion, but only in a sense. This presuppost- 
tion stems not so much from the simple 
discounted-cash-flow method, but rather 
from the use of a required rate of return. 
There is somewhat of a semantical prob- 
lem involved here so let me specify this 
in more detail. 

If I used the discounted-cash-flow 
method and got a 20% rate of return, and 
rejected the proposition, I would be as- 
suming that I could employ my money 
elsewhere at a better rate of return. If this 
assumption proves false and if it turns 
out that I could not have gotten better 
than a 15% rate of return, then I should 
not have rejected the proposition but 
rather should have accepted it. Thus the 
presupposition about the reinvestment of 
monies stems really from the assumption 
underlying the use of required rates of 
return and the necessary concomitant as- 
sumption that monies in the future will 
not be left idle. However, this presuppost- 
tion does not extend to the calculation of 
the rate of return itself, for this is in one 
sense merely a statistical figure. The ac- 
tual rate of return calculated remains the 

(Continued on page 442) 
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“Moore forms help us 
fill rush orders 


in 4 hours” 


Bausch & Lomb Optical Company, at its headquarters 
in Rochester, New York, has set up a completely auto- 
mated system to speed order processing and billing. At 


the same time, the system controls production and in- 
ventory of over one hundred thousand sizes and kinds of 





ophthalmic lenses and more than one million combinations 
of sizes and styles of eyeglass frames. In spite of this 
tremendous variety of products in stock, the company 
can now fill and ship an order within four hours, with 
no sacrifice in control. 


Build control with 





Edmond S. La Rose, Vice President and Controller, 
* Bausch & Lomb Optical Company 


The system is based on punched cards that represent 
the items ordered. These are pulled from the files and 
sorted mechanically in the same sequence as the ware- 
house stock setup. Together with a customer name and 
address card, they are run off on an electric accounting 
machine that prints the order on a five-part form. While 
the warehouse and Shipping Department are using this 
to fill, pack, and ship the order, the original item cards 
are run through another machine that prices them and 
punches them accordingly. A duplicate set of cards is 
also made: these are used for automated scheduling of 
production to replace inventory, and to print data for 
daily sales analyses to management. The first set of cards 
is used to print the invoice on another multi-part form. 


All control information is reproduced from a single 
original source. There is no chance of error through tran- 
scription, and the forms provide copies for every office use. 
They are Moore Fanfold forms—the company’s control 
in print. 

“The Moore man’s experience in systems and forms 
design saved us time and money when we set up this 
system,” said Edmond S. La Rose, Vice President and 
Controller of B & L. For more detailed information on 
this ADP (Automated Data Processing) system, write the 
nearest Moore office. No obligatica, of course. 

Moore Business Forms, INc., Niagara Falls, N. Y.; Denton, Texas; 


Emeryville, Calif. Over 300 offices and factories throughout the 
U. S., Canada, Mexico, Cuba, Caribbean and Central America. 
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Today’s most practical approach 






to data processing 


Up-to-the-minute control of costs, inventory, 
payroll, order and sales analysis etc. Now you 
can get that control without great cost or com- 
plexity—with the easy-to-use machines of the 
new Automatic Keysort System. 


Automatic Keysort is today’s only data process- 
ing system that provides for automatic creation 
and processing of original records. Speeding 
vital day-to-day and long-range facts essential to 
sound management, this unique system fits easily 
into your present operations...is highly flexible 
to future growth and expansion. 


With the Automatic Keysort System businesses 
and service organizations of every size can now 
enjoy fast, accurate data processing on either a 
centralized or decentralized basis. Without re- 
strictive, complex procedures. Without special- 
ized personnel. And at remarkably low cost. 


Your nearby Royal McBee Representative will 
be glad to arrange a demonstration. Phone him, 
or write us for brochure S-500. Royal McBee 
Corporation, Data Processing Division, Port 
Chester, N. Y. In Canada: The McBee Company, 
Ltd., 179 Bartley Drive, Toronto 16. 


NEW 
AUTOMATIC 
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Keysort Data Punch simultane- 
ously code-notches and imprints 
original records with required in- 
formation for rapid mechanical 
sorting into desired classifications. 


Keysort.Tabulating Punch auto- 
matically code-punches quantities 
and amounts as a by-product of 
establishing control totals...then 
automatically tabulates these 
proven records after Keysorting. 











Results are summarized di- 
rect from original records to 
Unit Analysis reports for 
greatest accuracy. Manage- 
ment gets the comparative 
information it needs on time. 


ROYAL M‘BEE :- data processing divisio 


NEW CONCEPTS 


IN PRACTICAL OFFICE AUTOMATIO 
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Pricing Your Products for Profit 


John E. Burke 


VERY SO OFTEN there develops on the 
business scene some idea which, while 


j certainly not new, draws new attention 


and following from the business frater- 


‘nity. In earlier years one of these was 
“budgeting.” Later on it was ‘‘direct cost- 
» ing.” Not so long ago it was “operations 


research.”” Recently it has been ‘“‘return 
on investment.” Each of these ideas 
— a following of proponents who 

t the drums about the importance of 


' the idea to the business world. 


This is a healthy thing. During times 


' when some such idea is “all the rage” a 


great many people in American business 


tum their attention to those subjects, 


study them, and derive some good from 
the experience of learning more about the 
economics of business and the elements of 
success in their own particular companies. 

Of course, the newness wears off and 
the glamour of a single idea for guidance 
in business administration diminishes, 
leaving behind in perspective the clear 
fact that no single technique or tool for 
analysis can provide anything more than 
additional insight for those who run 
America’s business. The inevitable con- 
clusion is that no single idea or tool is 
all-powerful. 


PRICING GETS POPULAR 

Nevertheless, it is with enthusiasm that 
many students of the business scene wel- 
come the recent growth of popular inter- 
est in the subject of product-pricing. As 
we look back across the years we see that 
this subject has rested in something of a 
vacuum ; it is now for the first time com- 
ing out of limbo for many business man- 
agers. 

This new interest in pricing is not to 
say that it is a new subject, nor that the 
new light of popular attention will reveal 
vast new frontiers of knowledge. It prob- 
ably will not, at least for those who have 

N conscientiously studying and quietly 
practicing the arts of product-pricing in 
the past. 


But the attention it gets will surely 
sharpen the wits of many business man- 
agers and hopefully elevate by one more 
step the profession of management in the 
United States. 

Now pricing—what you ask for your 
company’s products—can be a fairly com- 
plex subject, as anyone who has dealt with 
it in practice can tell you. And no “‘band- 
wagon” of popular interest will make it 
less so. Indeed, it is possible that such 
complexity has itself been the very reason 
for the delay in bringing it into the fore- 
front of attention to America’s manage- 
ment-oriented associations. And that com- 
plexity may indeed thwart its growth this 
time as one of the popular and widely 
discussed subjects. This may not get to be 
the big idea to the extent that others have 
in the past. But it seems to me that a 
widespread study in business of some of 
the aspects of pricing is long overdue. 


A STATE OF CONFUSION 

It is probably fair to say even today, as 
Joel Dean said some years ago, ‘Pricing 
policy for individual companies is often 
made up of a mixture of hunch and theol- 
ogy which has a distinctly medieval tone. 





Pertinent comments about the term 
“fair price’ and about how such 
a price can be determined 


Most well-managed companies have a 
clearcut advertising policy, product policy, 
customer policy, and distribution channel 
policy. But pricing policy remains a patch- 
work of ad hoc decisions. In many other- 
wise well-managed firms price policy has 
been dealt with on a crisis basis.” 

Others have noted that discussions of 
pricing matters with businessmen very 
often lead to considerations of the “fair- 
ness” of price. And yet when one asks 
what the term “‘a fair price” means, it is 
very difficult to understand the answers. 
One man says it is ‘‘cost plus a reasonable 
mark-up thereon”—presumably a mark-up 
which enables him to earn a profit even 
though he may be a marginal or inefh- 
cient producer. Another more perceptive 
man says that ‘fair price’ is that price 
which enables him to earn a profit if his 
business is well run and operating at a 
reasonable proportion of capacity—which, 
of course, again means his own business. 

Pressed further, these men generally 
concede that “fairness” is an illusory and 
ephemeral concept, and they then gen- 
erally back off and tell you that, after all, 
competition sets their prices. 

But the point is that a great many busi- 
nessmen are still suffering from some 





JOHN E. BURKE, M.B.A., a senior consultant in the Man- 
agement Services Department of Arthur Young & Company, 
Chicago, Ill., has had industrial experience in systems, 
procedures, budgeting control, profit-planning, and con- 
trollership functions in the fields of plastics, electron- 
ics, food and other industries. He is a member of the 
Executive Program Club and the National Association of 
Accountants. He has addressed many business groups on 
management's role in the fields of price policies, profit 
determination, cost systems and organizational policies. 
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complex about the fairness of the prices 
for their products. They attach some 
morality to the process of pricing, and it 
seems as if they may let this concept of 
morality confuse the price-setting process. 
The fact is that the concept of morality 
in pricing has contributed substantial con- 
fusion to the pricing scene, and has kept 
many managers from plumbing its mys- 
teries and working out intelligent solu- 
tions for their own companies. 

It is not the purpose of this article to 
inveigh against morality. But neither is it 
intended to permit such matters to cast a 
cloud of confusion over the role of the 
manager in business. 


PRICING IN PERSPECTIVE 

A manager's job is to maximize the 
profitability of the enterprise he manages 
and to preserve its productive integrity 
and financial strength. This is what he is 
paid to do. If there is question as to how 
a number of America’s foremost business 
leaders feel about their obligations in this 
regard, I invite your attention to the ad- 
dresses presented in New York at a meet- 
ing of the American Management Asso- 
ciation when some of the most progressive 
business leaders of the country explained 
what their companies were doing for the 
national welfare at the depth of the re- 
cent recession. Answer: Doing everything 
in their power to preserve their individual 
companies’ strength. That was their inter- 
pretation of the obligation of the leaders 
of private industry. 

Pricing, as we know, may be one of the 
most important responsibilities which rest 
on the shoulders of a manager, but it is 
still only one of the responsibilities. 

Any action which may be contemplated 
in regard to it must be kept in focus with 


the underlying and inescapable obligation 
of business managers—which is to max- 
imize the profitability and the strength of 
the enterprises they manage. 

It follows then, I think, that the guid- 
ing star of pricing is simply the maximiza- 
tion of profit. If reduced prices mean 
maximum profitability for his enterprise, 
it is the obligation of a manager to reduce 
prices. If increased prices mean maximum 
profits, his obligation is equally clear. 


Let no fuzzy concept of morality be- 


\ 


cloud that issue! \ 

Simple as is the principle, however, its 
execution is, in some cases, more com- 
plex. To do a wholly effective job of pric- 
ing may require a clear understanding of 
the economics of the marketplace and the 
role the individual company is prepared 
to play in it. And that, to put it mildly, 
may not be easy. 

But the manager who wants to play the 
game for all it is worth can, if he is will- 
ing to exercise imagination and demon- 
strate some courage, find some of the 
answers. And maybe it will turn out not to 
be so complex after all. 


PRICING IN PRACTICE 

To keep the subject of pricing on a 
practical plane—and also to keep it from 
becoming too complex—let’s look at some 
examples of pricing, so as to set the stage 
for drawing some inferences and some 
useful conclusions which may serve as 
guideposts to improve pricing. First let’s 
look at some familiar examples of success- 
ful price strengthening. 


Price strengthening 

Take the case of gypsum board as an 
example. Without any inside knowledge 
of the industry whatsoever, I find it to 





“Isn't it wonderful to be way out 
here away from the crowded city” 
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be self-evident that prices of such prod. 
ucts were originally established and have 
since been maintained with careful refer. 
ence to the going prices for other com. 
petitive wall-covering materials, such as 
plaster. If you were responsible for what 
[ will now call “price-asking” in a com. 
pany in this industry would you ask a 
price figured in terms of some concept of 
“fairness” in a Situation such as this? Oy 
on the basis of some vaguely defined feel- 
ing of obligation to the economy as a 
whole? Would you not set your asking 
price in terms of what will permit you to 
compete against other products? 

Or, take the case of a home permanent 
solution which once failed to sell at 
twenty-five cents per bottle but later on 
became highly desirable to many new cus- 
tomers when offered at a dollar a bottle 
in a somewhat fancier package. W hat con- 
cept of morality is involved here? 

Or hula hoops! Be it the product of 
price research or just plain good common 
sense (and it probably was the latter) the 
price at which these products were offered 
was certainly not influenced by the ephem- 
eral yardstick of fairness. 

In these cases—and many others could 
be recited—the manufacturer obtained a 
price that by the standards of many others 
would most certainly appear to be ex- 
orbitant and unfair, not to say immoral. 

But, it may be said, these were prob- 
lems of pricing new products for which 
there existed only very general price pa- 
rameters. True. It is usually much easier to 
get closer to what you would like to get 
when you are presenting a new product to 
the waiting world. 

It would therefore appear that every 
business manager should: 


1. Strive to present the waiting world 
with new products. All today’s products 
were new products at one time; many of 
tomorrow’s products will be the new ones 
being developed today. 

2. Re-test his assumption that there are 
no ways to strengthen the prices of exist- 
ing products. We will come to some ex- 
amples soon. 


Price-cutting 

But now take some of the well-known 
examples of successful price-cutting. 

New York has a well-known example 
in success that attended the price-cutting 
strategy of a retail and mail-order phono- 
graph-record selling house. That single 
enterprise rose to the point of grasping a 
very significant part of the retail sales in 
metropolitan New York, and also a good 
portion of the national mail-order market 
as well, all on the basis of price. 

Or take the case of the many other so- 
called discount houses, where today you 
can buy almost anything that you as a 
consumer may want. They are to be 
found in every one of the larger cities in 
the country and many of the smaller ones 
too. 
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In these cases price is the main tool of 
business. It is the main lever on profits. 
Service is conspicuously absent as well as 
other price-strengthening factors. 


PROSAIC PRICING 

These examples are dramatic. They rep- 
resent the extremes of the spectrum. But 
most businesses find themselves in situa- 
tions in which price engineering is more 
prosaic. They think of themselves as being 
limited in the matter of pricing because 
they are not fortunate enough to be at one 
or the other of these two profitable ex- 
tremes. But that does not mean that they 
need rest on dead center. There is action 
to be taken—profitable action—of vari- 
ous sorts. 

It is certainly true that there are many 
companies in which freedom to influence 
ptice is severely constricted. But it is also 
true that price-influence is not nearly so 
limited as many managers seem to think 
it is. 

Let’s look at some of these more prosaic 
situations. 


Foods 

First let’s look at wholesale foods; here 
is an industry in which price-influence for 
the individual company would appear to 
be very limited indeed. Yet my own re- 
cent experience confirms that there are 
many ways for an individual company to 
increase profits both by increasing and by 
decreasing prices of wholesale food prod- 
ucts. Here is what one company has done: 


1. With an ingenious but inexpensive 
change in packaging it found that it could 
significantly increase the value of a certain 
product to the housewife. She was glad to 
pay more for the convenience. 

2. With reduced prices in controlled 
areas it has been found possible to in- 
crease the market-penetration of certain 
kinds of canned foods. I say certain kinds 
of canned foods because “elasticity of 
demand” is certainly not a characteristic 
of the market for all food products. As a 
matter of fact elasticity of demand is a 
henomenon found more often in text- 

ks than in the market place. 

3. Ingreasing the price for certain prod- 

ucts proved to be the factor which stimu- 
lated the sales of larger numbers of those 
products. Higher prices mean higher 
quality to many people—even in the food 
business. 
_ 4, The strategy of emphasizing quality 
in brand-name advertising and designing 
packages with eye-drawing appeal is be- 
ing used most successfully as a price- 
strengthening tool. Contrariwise, the 
strategy of emphasizing price in company 
advertising has often brought the volume 
that means increased profits at lower 
Prices. 


Now what lessons may be inferred from 
these actual results in a wholesale food 
company ? 


FRANK BANK 


The choice between honesty and infallibility as a corpo- 
rate image is a sticky decision for a bank to make, but the 
Citizens & Southern National Bank has valiantly cast its 
lot for honesty. In a colorful and readable 24-page annual 
report, the bank has devoted two pages to ‘Hits, Runs and 
Errors.’’ Under Errors they confess: 


We did not interpret properly the artificial nature of the short 


rise in government bond prices. 


We lost a major national account to the alertness of a com- 


petitor. 


We lost another major national account because of our own 


mistakes. 


However, the nineteen Hits and Runs, including an 
increase in deposits which raised them from the 58th largest 
bank in the nation to 55th, eliminated any possibility of 
being hit with the ‘‘poor but honest’ saw from the com- 


petition. 


1. That price is, in some cases, in- 
separably linked with advertising, packag- 
ing and other forms of promotion. Ad- 
vertising, packaging, and sales promotion 
are tools of both price and volume. 

2. That price experimentation in lim- 
ited geographical areas or for selected 
products can be profitable. 

3. That it is dangerous to assume (with- 
out proving) that the demand for any 
product is elastic. Higher prices in some 
cases do mean more sales; in others they 
do not. 


Appliances 

Now let’s look at a kitchen appliance 
manufacturer and see what could be done 
about pricing in that company. Watch out 
for this one; the lesson is simple but 
elusive. 

A study for this company disclosed that 
the problem of pricing was as much an 
internal matter as it was an external one. 
To put it another way, the internal prob- 
lem required attention first, and then the 
strategy for facing the external problem 
could be worked out. 

The trouble here—as in so many com- 
panies—was, to put it simply, that no- 
body knew who had the ball. The pricing 
responsibility was not clearly assigned. 
Since nobody at the top was giving the 
pricing signals, the salesmen were largely 
calling their own. They could, in effect, 
use their own judgement in almost any 
pricing situation. 

The results were not hard to detect. 


rect proportion to the strength of the 
backbone of the salesman in the territory. 
In general, prices were weak, and were 
weakening. The price list meant nothing. 
Now this is not as unusual as it may, at 
first blush, appear. There are many cases 
in which the responsibility for pricing is 
not firmly placed on the shoulders of some 
responsible officer in a company. If you 
cannot quickly say who has the responsi- 
bility for pricing and pricing policy in 
your company, your company may be 
closer to this situation than you think. 


What conclusions can we draw from 
this case? 


1. That effective pricing starts with ef- 
fective organization and can get nowhere 
without it. You need to look inward, as 
well as outward, to do an effective job of 
pricing. 

2. There is a secondary lesson, however, 
in this case. To put it negatively: Do not 
let your desire to sell obscure your desire 
to make money. But let's put it posi- 
tively: Provide incentives that will pro- 
duce profit. With such incentives you do 
not need so much organizational policing. 


Those two examples—food and appli- 
ances—are consumer items and they may 
involve pricing problems different from 
nonconsumer industrial products, even 
though neither of them is sold direct to 
users or consumers. So let us look at some 
examples of nonconsumer products to see 
what may be learned from an actual ex- 
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Profit Control and Measurement 
through Statistical Correlation 


Horace C. Walton 


pte THAT PROFITS bear some rela- 
tionship to sales volume in the short 
and long term is like saying that water is 
wet. As a company’s monthly dollar sales 
go up, its profits usually rise—though not 
necessarily in exact proportion. Manage- 
ment decisions, economic changes, and 
accounting methods also affect profit be- 
haviour. Although sales volume changes 
are the strongest causative agent in profit 
change, the other factors can vary from 
minor to important in a company or divi- 
sion. How many managers, or even finan- 
cial men, can give quantitative approxima- 
tions (or percentages) as to how much 
profit fluctuation has been due to volume 
and how much due to these other causes 
(cost changes, price changes, etc.) over a 
period of time. Their difficulty arises not 
only because profits are the resultant of 
many factors Pt because ern 
is based on a multiplicity of averages. 
Within one product line, sales may be 
made at varying prices because of different 
packages, freight allowances, quantity 


lots, strength, quality, size or shape. Since 
sales for a period of only one product are 
a mixture, the profit relationship to sales 
is an average. This aggregation can change 





HORACE C. WALTON, a certified public accountant and 
a member of Controllers Institute of America, is control- 
ler of the Fairbanks Whitney Corporation, New York. His 
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he planned the correlation control technique desctibed 
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“Correlation calculation” is one statistical 
tool which provides a useful means of 
measuring and controlling profits 


in proportions from time to time. The 
profits of a whole division or company 
are an average of the mixture of each dif- 
ferent product sold. Analogous to sales 
price variation will be purchase price vari- 
ation. Even one raw material may be pur- 
chased at different prices during the pe- 
riod for any of many different reasons. The 
cost affecting profits is then an average. 
Average labor rates may change for sev- 
eral reasons apart from a general wage 
increase (more or less overtime, etc.). 
Since profit-reporting is a mixing and 
adding of averages on top of averages, 
people trying to control, measure and 
analyze profits should look to a method 
controlling averages for help. 


HELP IN MEASUREMENT 

Measuring and controlling averages has 
brought forth the science of mathematical 
statistics. Research people, precision manu- 
facturing personnel, scientists, economists 
and many others dealing in measurement 
have looked to mathematical statistics for 
help in measurement (and in some cases 
control—such as quality control of manu- 
facture). Financial men and managements 
can use this same science for aid in con- 
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trolling the multitude of averages compos- 
ing business profit-reporting. 

Experimentation by the writer with one 
tool found in this science has provided a 
useful means of measuring and control- 
ling profits. This one tool is “correlation 
calculation.” Applying it to sales and 
profit can make available 


1. Breakeven point 

2. Profit and cost change for fluctua- 
tions in sales volume 

3. Amount (%) of profit changes due 
to volume and the per cent due to other 
causes 

4. Dollar band (or limit) above or be- 
low the calculated “profit standard” 
within which the profit should fall, say, 
95% of the time. 


Statistical correlation is not a new tool 
to some elements of business—budget 
men, research people, and economists. It 
measures how one dependent factor (or 
variable) changes with changes in an- 
other. The method has generally been 
used in degrees of development ranging 
from scatter charts to straight-line, least- 
squares calculation. The latter, if com- 
pletely worked out with a desk calculator, 
involves a long, tedious detail job. Any re- 
lation between sales and profits best de- 
scribed by a curve on any type of regular 
basis is an even more formidable job and 
cannot be done with the earlier types of 
tabulating “computers.” However, with 
the computers now available (equivalent 
to IBM 650 or Rem Rand Model-O File 
Computer), all four measures and fore- 
casting tools mentioned above can be 
obtained automatically. For measuring 
monthly profits, the immediately preced- 
ing 12 months’ sales and profits figures 
(24 numbers) are fed into the computer. 
In addition, if an electronically controlled 
plotting machine is used in tandem, a pic- 
ture can be drawn showing: (1) A line 
connecting actual profits as related to sales 
volume, (2) a straight line that best fits 
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these points, (3) a curved line (quad- a business unit is operating on a zero level than a dozen different businesses in sev- 
ratic) that best fits them. The numerical of volume, no doubt the fixed costs will eral periods measured profit changes 
calculations necessary are made in about quickly become unfixed. Perhaps fixed better than budget tools which were based 
a minute and a half and the chart is cost figures are only useful in getting at on analyses of accounts. 
drawn in not much more than this. In a rough measure of the remainder of cost, Another criticism might be that finan- 
other words, once 24 numbers are punched _ the variable or controllable portion. cial data generally are so variable that a 
into cards “4 tape everything else is done rough, correlation scatter chart with a line 
automatically. RE VARIABLE COSTS drawn by eye should suffice. Such a tech- 
“Variable” costs derived from budgets ok wel on pre Se ee eee 
THE FLEXIBLE BUDGET and accounting reports will probably devi- imp alpen Coinage. goaldringe ~~ 
Now that we can get correlation data ate pincer. 8 i donde “dee i a "the per cent due to other causes, nor will 
: : fe = 
so easily, how can we use them? pn erie get ti iin ih ps on as it give a dollar control band within which 
Lately, managements ate increasingly $y so A 2 ee wa ee profits should fall a given per cent of the 
adopting the flexible budget as a means — ‘ ? (Continued on page 430) 
of controlling profits under changing , ,., ., . . 4. «6 « e« e Puen: AP 
volume situations. Because of the difficulty 7 tC oe 
al in changing formal budgets and in order 
to get some stability in a budget program, EXHIBIT | 
managements usually change budgets only 
once a year. Because of this, the tool gets L 
weaker as the year progresses. 150 
A progressing, “rolling” 12-month cor- 
relation calculation provides a relatively 
5- current measure describing what profits 
and costs should be. In other words, if a 
1 correlation calculation is made of the 12 
3 monthly sales and profit figures ending, %» 
|. say, March 1959, a reasonable measure He 100 
n can be set up for the relationship that 23 
d April 1959's profits and costs should bear 2 8 
to volume. After a month had passed, 4% 
April of 1959 would be added to the cor- = 
relation base and April of 1958 dropped. 5 2 2 
\- A new calculation would be made giving f% i ae 
a measure for controlling May 1959 prof- cs 4 oo A 
e its and costs. = Ya 
if It is not absolutely necessary that only py 
12 months be used in the base. However, 5 ye 
> in many types of industry, using other DS / 
y than even years introduces seasonal biases ’, 
- (sometimes hidden). Also, going further > wi 
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Setting the Stage for Profit-Making 


W. Norman Mitchell 


USINESS OWNERSHIP, employes, and government are the 
B three major power groups in our way of life. All are nu- 
merous, but not mutually exclusive nor internally very homoge- 
neous. Each contributes indispensably to the system—by initiat- 
ing plans and channeling means for their fulfillment, by 
application of effort, by maintaining order and restraint. 

All compete for a fair share of the fruits of enterprise, but 
what constitutes fair sharing can never be precisely determined 
and often is subject to misinformation and gross misrepresenta- 
tion. Maintaining all in reasonably equitable balance (whatever 
that may be) is the central requisite for preserving in health 
and good order an economy like ours. 

The great danger in this endless competitive struggle among 
exceptionally articulate antagonists to share in the fruits of pri- 
vate enterprise is that the source of profits shall dry up. 

The composite profit record of 100 largest American com- 
panies, certainly not the /east profitable segment of corporate 
industry, suggests that ownership occupies, in the manner of 
speaking, the ‘13th chair” at the table when the gross revenue 
pie is divided (less than eight per cent or 1/13 of the whole to 
be exact). 

This basic problem of our modern economy is likewise the 
foremost problem of management in the individual business. 
How to maintain the cost factors of enterprise in balance and 
consistent with income so that return on investment may not be 
squeezed to the vanishing point requires constant watchfulness 
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ment Conference, Detroit Sales Executives Club, Detroit, Mich. 
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How to maintain the cost factors 
of an enterprise in balance and 
consistent with income so that 
ROI may not be squeezed 

to the vanishing point 


throughout the organization in planning and controlling the 
sources of profit. 


IS OUR MANAGEMENT SUFFICIENTLY PROFIT CONSCIOUS? 

Profit awareness almost never comes by accident. It must be 
thought about, planned and mapped out, worked for. It is the 
handiwork of many persons throughout the organization who 
must fully understand this. How to develop this intense personal 
concern for profits in an organization increasingly impersonal 
as it increases in size is one of the most challenging problems of 
management. 

I suspect we all have at one time or another known organiza- 
tions where profits seemed to be of little personal concern to 
many people. Salesmen were preoccupied with volume more 
than prices or margins; engineers more with their own personal 
product preferences than with consumer acceptance; production 
men with quality, output, delivery schedules, almost anything 
in fact but cost or profit; accountants with trial balances, te- 
porting on time or programming IBM operations; personnel 
administrators with keeping people happy; but apparently no 
one save possibly the president himself with very much appre- 
hension pr profits! Under these circumstances, profits, if any, 
are to be accounted for by good fortune more than by man- 
agerial competence or because they are deserved. 

To be profit conscious, to be cost conscious, to be quality 
conscious, to be conscious of any sort of beneficent goal is the 
essential motivating force in any organization. This alertness 
and awareness can be developed on a widely diffused basis. But 
it does not appear spontaneously. It requires vigorous encourage- 
ment. 

The rules are simple and fairly easy to apply. First, people 
must be given the facts—about costs, about quality performance, 
about profits, about anything concerning which they ought to 
be watchful. Men will never be much upset about matters of 
which they are not informed. Facts which are too confidential 
to be divulged will never stir subordinates to action. Second, 
everyone must be indoctrinated with their importance. Profits 
must be talked about eternally and watched incessantly. Finally, 
results must be related to each one’s own performance. There 
must be a direct sense of personal responsibility for what 
happens. 

This feeling of personal responsibility for profits needs to be 
generated at the point of customer contact—in the store, in the 
branch, in the division—wherever customers are serviced. Profit 
does not originate in the bookkeeping department, in the multi- 
tude of service agencies which seem to multiply in every large 
organization, or in the front office. But these should, neverthe- 
less, be required to justify themselves in profit terms by sup- 
porting these vital customer relationships at their source. 

(Continued on page 414) 
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Now all this directly concerns the controller. He must see 
that profit information is communicated to those who need it to 
do their job. They must comprehend, in terms of profits, the 
results of their own labors if these are to be really meaningful 
to them. The controller must see that profit facts are properly 
sorted out and identified with units of responsibility as defined 
in the organization structure. Above all, he must follow through 
with timely divisional reports showing profits and the factors 
which contribute to profits, division by division, department by 
department, responsibility unit by responsibility unit. In this 
way, the profit motive becomes a vital part of managerial in- 
centive—more than merely something the other fellow is sup- 
posed to think about. If individual noes performance as thus 
identified can be tied in in some effective manner with man- 
agerial compensation, so much the better. Self-interest in no way 
need be inconsistent with wholesome teamwork. 


PLANNING FOR PROFIT 

The second responsibility of the controller respecting profit 
performance is in the planning phase of management. The mod- 
ern accountant is necessarily concerned with predictions rather 
than mere records. This is because predictions add realism to 
planning. To predict future occurrences and then not plan to 
take full advantage of expected benefits or minimize the effect 
of anticipated adversity is the height of imprudence, but to plan 
without first reinforcing one’s self by well-reasoned predictions 
is to indulge in sheer fantasy. Sound sales forecasting must 
inevitably precede and be the firm foundation upon which ade- 
quate budgetary procedures rest. 

For these forecasts, the controller must look chiefly to those 
who will subsequently have direct responsibility for generating 
the sales they forecast. Sales forecasts, in short, must originate 
in the sales department. But once a firm forecast has been made, 
it becomes the task of the controller to assist in coordinating and 
translating these sales objectives into a realistic action program. 

Someone has said that a well-conceived budget is a statement 
of business policy expressed in accounting terms. It is more 
than this. It does or should reflect firm managerial policy to be 
sure, but beyond this it should provide a detailed plan of cam- 
paign to convert these policies into action. A budget is, in fact, 
an attempt to preconstruct in accounting terms the financial and 
operating results which are anticipated respecting periods yet to 
come. In this way, it provides a model which management tries 
to emulate through conscious control of operations as they later 
develop. 

Sales personnel make forecasts but if these are to be more 
than wishful thinking, they must be amply documented by how 
these goals are to be realized. Each one in authority must be 
made to understand what he will be held accountable for. It is 
by this means that profit objectives are activated. 


PROFIT CONTROL 

The third function in which the controller should play an 
important role respecting profits is in providing the framework 
of a tight system of control. The essence of profit control is to 
see that operations are carried through to desired ends. This as- 
sumes that practical profit objectives have been defined; that 
means suited to these ends have been carefully thought through, 
spelled out and personally committed to by all concerned. There 
can be no real control of anything until the objectives have been 
set, through careful preplanning. There can be no real accom- 
plishment of plans, no matter how carefully conceived, unless 
each member of management in his accustomed place actually 
follows through and performs on time his accustomed task. 

Policies, standards of performance, procedures and budgets 
are the means or tools by which this coordinated effort is sys- 
tematized and fulfillment is guaranteed. 

These tools of control provide the necessary frame of refer- 
ence and mark out the channel to the desired destination. They 
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must be flexible and used intelligently with full appreciation of 
the fact that they merely provide guideposts. They point out the 
general direction in which profits are believed to lie. They, 
above all, must not be rigid obstacles in the channel of Opera- 
tions. Policies, standards, procedures, budgets are never to be 
observed for their own sake. They are important because they 
outline the plan of operation always subject to change if change 
is required by the course of events. This flexibility is paramount, 

It is the business of the controller to see that management is 
alerted to deviations from budget expectations so that these ex- 
ceptions may be dealt with as they arise. The skill of modern 
management, surrounded as it necessarily is by system, is best 
displayed in how it deals with exceptions to this system when 
exceptions are clearly called for, without floundering and with. 
out being diverted from the ultimate profit objective at the end 
of the course. 

The controller's function under this assumption is that of 
navigator so that the pilot may not lose his bearings in the cross 
current of changing conditions which continually beset his path 
in a dynamic economy. 


THE EARMARKS OF GOOD PROFIT HOUSEKEEPING 


If there is any cogency in these remarks, it must be clear that 
the controller and the financial department play a vital, albeit a 
secondary, role in profit performance. This consists of pains- 
taking analysis of operating facts bearing upon management's 
unrelenting quest for profits. Numerous questions are pertinent 
to this quest. Ten significant ones represent natural earmarks of 
controlled profit performance: 


1. Is profit getting its fair share of the sales dollar? What is 
profits’ proper share? What are the cost factors with which 
profit competes for its rightful share? 


COMBINED RESULTS FROM 100 LARGEST (NONFINANCIAL) 
AMERICAN COMPANIES IN 1957 
(Unadjusted for intercompany transactions) 
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Profits always start with the sales dollar. We must know te- 
lentlessly how profit is standing up in the endless struggle for 
its rightful share. Its normal magnitude in relation to sales de- 
pends upon the nature of the business. In some, the meat pack- 
ing industry for instance, this may be measured in almost micro- 
scopic terms. In some specialty businesses, profits’ share of the 
sales dollar may be much more. The importapt thing is that 
once the normal relationship is established it becomes the basic 
reference point in answer to the all-important and insistent ques- 
tion, How are we doing ? 
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2. is the margin of price over cost adequate? 


GROSS PROFIT COMBINED RESULTS FROM 100 LARGEST 
AMERICAN COMPANIES IN 1957 
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The old Yankee profit formula of buying low and selling 
high may be a gross oversimplification but it contains the basic 
truth. We simply cannot escape from it, and especially so in 
this era of inflation. 

The traditional accounting term, “‘gross profit,” as the reflec- 
tion of this price/cost relationship has fundamental significance 
in the control of profit performance. 

It bears constant analysis. Is our price structure in the mar- 
kets where we sell keeping pace with inflation? Are we holding 
our own cost structure in line through internal efforts to offset 
these same inflationary inroads in the markets where we buy ? 


3. Is our cost structure justified by the sales volume we can 
obtain? 
THE BREAK-EVEN ANALYSIS 
A Typical Break-even Chart 
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PER CENT OF RATED CAPACITY 


Recessions reflected in shrinking sales volume always bring, 
or so it seems, rising unit costs at the very time when a price 
squeeze is very much in order. Certainly, by all sensible com- 
petitive standards, it is no time to be raising prices. It is, thus, 
imperative, especially in industries with high fixed costs, to be 
watchful of break-even points. It is a sure sign that things are 
again falling into place when break-even points are being real- 
ized at lower sales volumes. Sometimes vigorous efforts result 
in operations being reestablished in the black on lower planes of 
activity than have hitherto been thought possible. 


4. Is overhead under control? 


THE EXPERIENCE OF A SMALL MANUFACTURING COMPANY 
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Sales and Plant Cost 
1952-1953 


STATISTICAL TABULATION BY YEARS 


Actual on 
annual basis Estimate 





1953 1955 1957 ~—s first 4.mos. for year 
Dollars in Millions 
Sales $25.0 $34.0 $45.0 $22.0 $24.0 
Cost of Sales: -. oA 
Material $ 9.5 $12.0 $18.0 $ 8.5 $ 8.5 
Direct Labor 5.0 7.0 8.0 55 §.5 
Overhead §5 8.0 10.0 8.0 6.0 
Total $20.0 $27.0 $36.0 $22.0 $20.0 
Gross Profit $ 5.0 $ 7.0 $ 9.0 $ 0.0 $ 4.0 
Percentages 
Sales 100% 100% 100% 100% 100% 
Cost of Sales: aah ‘x eord 
Materials 47% 44% 50% 38% 42% 
Direct Labor 25 23 22 25 27 
Overhead 28 33 28 37 31 
Total 100% 100% 100% 100% 100% 
Gross Profit 20% 20% 20% 0% 16% 














It is the usual but lazy belief that overhead is rigidly fixed 
and thus not much subject to adjustment. The truth of the mat- 
ter is that it can and must be controlled. The chief obstacle to 
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doing so is that there is danger that no one will become really 
exercised about it in times of declining volume until much of 
the damage is done. 

The controller must be the watchdog on this so that those re- 
— for overhead cost control may know what must be 

one to keep in line with the times. The accompanying graph 
suggests what may be accomplished under watching and vigor- 
ous corrective measures. 


5. Are we concentrating our sales effort on the right customers 
in the right markets? 


ANALYSIS SUMMARY OF THE EXPERIENCE OF THE 
“X”’ MANUFACTURING COMPANY* 




















A TYPE CASE 
Per Cent of Total 
Number of Number of Sales Gross Selling 
Customers Orders Volume Profit Expense 
Class 1 2% 3% 80% 65% 10% 
Class 2 15 20 15 20 25 
Class 3 20 30 3 10 30 
Class 4 63 47 2 5 35 
100% 100% 100% 100% 


Total 100% 























* This company has approximately Earns 28 per cent gross (on sales) 

100,000 Customers Earns 3 per cent net (after tax) 
Handles over 600,000 orders per on sales 

ear No minimum on size of order 


Has $120 million sales 


Organization is the art of utilizing scarce resources in the ac- 
complishment of desired ends, and good sales effort is always 
scarce. 

This precious effort must be directed where it will do most 
good. Good sales management is the key to this, but we must 
first know where the returns from this effort can be made most 
fruitful. A thorough-going analysis of the customer list is the 
first step to this objective. How familiar are we actually with 
this patterns of sales effort application and accomplishment? A 
good controller should be able to tell us. 


6. Is our product mix resulting from our sales efforts calculated 
to maximize profit? 
PROFIT ANALYSIS BY PRODUCT LINE* 
A TYPE CASE 
Product Lines 


#1 8=6#2 #3 #45 


Sales (Per Cent of Total) 22% 30% 6% 15% 27% 
Gross Profit (Per Cent 








100.0% Total 

















of Sales) 20 24 40 10 30 23.6 Avg. 
Selling Expense 8 7 12 2 20 10.3 Avg. 
Net Selling Profit 12 17 28 8 10 13.3 Avg. 
General Admin. Expense 8 8 8 8 8 
Net Profit (On Sales) 4% 9% 20% 0% 2% 5.3 Avg. 























* In a manufacturing company producing products for both consumer and 
industrial markets. Approximate annual sales $100 million. 


Different products have different profit potentials and thus 
the product mix in sales performance must be carefully watched. 
ee bative selective selling results from intelligently directed 
sales emphasis. It rarely comes about except through careful and 
purposeful direction from the top based upon intelligent analy- 
sis of the facts. This is another place the controller can help. 

The above tabulation is fairly indicative of what is often 
discovered when profits are related to the product mix. It is 
sometimes surprising to one who has become accustomed er- 
roneously to think about profits in terms of broad averages. 
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7. Are we making inventories work for profit? How productive 
are our inventory dollars? 








A TYPE CASE 
Product Lines 
#1 #2 #3 #4 

Sales (In Thousands) $100 $3,000 $500 $1,200 
Net Profit on Sales 7% 12% 10% 6% 10.2% Avg. 
Average Inventory 

Investment (In 

Thousands) $ 50 $ 500 $125 $ 60 
Annual Rate of 

Inventory Turnover 2 6 4 20 9.2 Avg, 
Profit Per Inventory 

Dollar 14% 72% 40% 120% 80.0% Avg, 


Salesmen frequently have little interest in inventories except 
that they always want enough to insure customer service. It is no 
exaggeration to say that proper inventory turnover lies at the 
very heart of successful merchandising. 

Do your inventories work for you or do you work for them? 
Slow turnover can sap the profit strength of any business, but do 
we know our turnover behavior in sufficient detail to give us 
intelligent guidance? 

The sole justification for inventory investments lies in recon- 
ciling product availability in the market with the practicalities 
of economical production. The optimum balance between these 
two considerations differs for different products and thus exam- 
ination is required category by category. The problem is by 
analysis to establish for each the appropriate turnover standard 
or norm and then see that these standards are observed and 
enforced. 


8. How does our profit performance stand up with that of 
competition? 


PROFIT RELATIONSHIPS IN FIVE REPRESENTATIVE 
COMPANIES IN FOOD AND RELATED LINES * 1952-1957 
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NET PROFIT RETURN ON 
CAPITAL INVESTMENT 


PROFIT IN RELATION 
TO SALES 


Competitive comparisons put our internal figures in proper 
perspective. If competitors do better than we, why is it and 
how? A good controller just as much as a good sales managet 
will be interested in what competitors are doing and why. 

A poor profit showing in comparison with competitors often 
is accompanied by a gradual loss of position in the market, a 
sure sign of approaching decay. (Continued on page 437) 
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Insurance Protection for Capital Assets 


DEFINITION OF THE PROBLEM 


The responsibility of the controller for insurance protec- 
tion of business assets is stated in the definition of the con- 
trollership function under the rules of membership and ad- 
mission of Controllers Institute of America as follows: 


To provide protection for the assets of the business. This 
function includes establishing and maintaining adequate in- 
ternal control and auditing, and assuring proper insurance 
coverage. (italics provided.) 


It is the purpose of this study to examine the primary 
considerations for the policy decisions by the controller on 
insurance coverage for certain assets within his charge. 
These assets are those generally described as ‘Properties, 
plant and equipment’’ either owned or leased, but specifi- 
cally excluding, due to the specialized considerations in- 
volved, those items which are mobile in nature, such as 
automotive equipment, rolling stock, marine equipment, 
etc. 


TYPES OF POLICIES AND PROTECTION PROVIDED 


The following are the common types of policies and endorse- 
ments that provide protection of properties, plant and equipment 
assets. There are many additional types that are not listed be- 
cause of their limited use and interest. It is by no means an 
attempt to list all the types of insurance policies that are availa- 
ble because the insurance industry writes more than 500 dif- 
ferent types of insurance policies: 


POLICY OR ENDORSEMENT PERILS INSURED AGAINST 


Fire Fire and lightning, excluding explosion 
but covering ensuing fire. 


This endorsement, which covers direct 
physical damage loss to property insured 
caused by the following perils, can only 
be obtained by attachment to a basic fire 
policy: 

Loss by windstorm and hail only. A 
deductible clause applying to windstorm 
and hail may be attached to reduce rate. 
Loss by explosion excluding explosion, 
rupture or bursting of steam boilers, 
pipes, turbines, engines or rotating part 
of machines or machinery. (Coverage on 
these types of property may be obtained 
through a steam boiler policy explained 
below.) 

Loss caused by riot and civil commotion. 
Loss resulting from direct contact of 
motor vehicles with property of insured. 
Excludes loss to fences, driveways, walks 
or lawns or any loss caused by vehicle 
owned by insured. 

Loss due to faulty operation of a heating 
or cooking unit to which a chimney is 
attached excluding fireplaces and indus- 
trial apparatus. 


Extended Coverage 
Endorsement #4 


Vandalism & Malicious 
Mischief Endorsement 


Sprinkler Leakage 
Endorsement 


Consequential Damage 
Endorsement 


Replacement Cost 
(Depreciation) 
Endorsement 


Water Damage Endorsement 





Covers wilful or malicious physical in- 
jury to property insured. 


Physical-damage loss to property in- 
sured caused by leakage or discharge of 
water or other substances from within 
any automatic sprinkler system. 
Water-damage loss resulting from col- 
lapse or fall of sprinkler tanks would 
be covered. 

The cost of repairs and replacements of 
the sprinkler system may be included as 
a special item. A deductible clause ap- 
plies. 


This endorsement covers consequential 
loss due indirectly to perils insured 
against, for example: 

Where the loss of one part of property 
results in a reduction in the value of 
the remaining part or parts of the prop- 
erty, this endorsement would afford cov- 
erage on this reduction in value of the 
remaining property even though it was 
not damaged. (Destruction of coats sent 
out by a clothing manufacturer would 
result in a reduction in the value of the 
pants. ) 

A fire or other insured peril causing 
destruction or disablement of the power, 
heating, cooling or refrigerating appa- 
ratus in a cold-storage plant may cause 
consequential spoilage or rot of prop- 
erty stored. 


This endorsement extends the basic pol- 
icy to cover the actual cost to replace or 
repair without deducting depreciation, 
limited, however to replacing or repair- 
ing with like kind and quality. 


Coverage to protect against loss by water 
or steam resulting from broken pipes, 
leaking radiators, faulty plumbing and 
heating systems, refrigeration and air- 
conditioning systems, and industrial and 
domestic appliances. 

Covers all damage to property resulting 
from accidental admission of rain or 
snow directly to the interior of the 
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building through roof, leaders or spout- 
ing, or through windows, skylights, 
transoms, doors or ventilators. 

Coverage for loss resulting from break- 
age of, or leakage from, underground 
water supply mains and fire hydrants 
may be added. 

An insured may cover their legal liabil- 
ity as Owner or tenant to property of 
others. 


Covers labor, materials, equipment, sup- 
plies and temporary structures incidental 
to the construction, builder’s machinery, 
tools and equipment owned by the in- 
sured or belonging to others for which 
the insured is liable. 

Insurance may be purchased on either 
a reporting form or completed value 
basis. The completed value form would 
be the best basis if the values arrive at 
the site early during the construction 
stage. Reporting form basis would be 
best if the major portion of the values 
do not arrive on the site until the con- 
struction period is almost complete. 


Builder’s Risk 


Covers property shipped via any form 
of land or air transportation, and water- 
borne shipment excluding Gulf, Great 
Lakes, Inter-Coastal, coastwise and Alas- 
kan Waterways. 

Conditions vary depending on property 
and method of shipping. 


Transportation-Inland 
Marine 


Covers various types of heating, process- 
ing, power-generating and power-driven 
machinery or equipment for direct loss 
to insured’s own property resulting from 
explosion or breakdown of an insured 
object. 

Provides for extra costs of repairs in- 
cluding overtime labor, air shipment or 
replacement of parts, etc. 

Provides for periodic inspection and en- 
gineering service on all insured objects. 
Inspections are maintained and certifi- 
cates are issued for those objects requir- 
ing periodic inspection by state or mu- 
nicipal ordinance. 

Provides coverage for bodily injury and 
property damage liability and legal de- 
fense of same resulting from an accident 
involving an insured object. 

Covers liability for damage to surround- 
ing property. 


Boiler and Machinery 


VALUATION OF PROPERTY 

Insurable value, often referred to as actual cash value, is con- 
sidered to be that amount which should be assigned to a par- 
ticular asset for the purpose of purchasing insurance, for co-in- 
surance, and for settling claims. While there is no clear concise 
formula or definition to determine this value, certain court deci- 
sions have held actual cash value to be reproduction cost new 
less observed depreciation. Simple as this may sound it presents a 
severe challenge to adequately provide for coverage and losses 
under it. 

Insurable value often is unrelated to acquisition costs or other 
valuations of the property as shown by books or other records. 
The valuation shown by the books and/or income tax returns 
can be and is occasionally, the same as used for insurance pur- 
poses. Nevertheless, it is common, and preferable, to find an en- 
tirely separate set of valuations kept solely for insurance pur- 

oses. 

The availability of fast write-offs, emergency facilities, rene- 
gotiated contracts, changes due to inflation and deflation, are 
factors contributing to the necessity and desirability for separate 
insurance valuation records. 
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Value is the base on which insurance rests. It must be deter. 
mined and expressed in dollars and cents. This becomes then, the 
familiar insurance term “‘actual cash value” or ‘“‘sound value.” 

Insurable values must be constantly under review. Amounts 
used must recognize changing values due to age, obsolescence 
use, change in economic conditions, and replacement cost. 

The following lists some of the items to be considered in de. 
termining insurable value: 
INCLUDE 

Asset cost 
Installation costs 
Transportation costs 
Wiring costs 
Leased assets 
Improvements not 
capitalized 
Architects’ and 
engineers’ fees 


EXCLUDE 
Land 
Underground piping, etc. 
Grading, excavation 
costs, etc. 
Underground foundations 


The need for constant surveillance in checking insurable values 
is perhaps clearly illustrated by the fact that the cost of erecting 
a building has varied from an index of 217 in 1926, 150 in 
1933, 200 in 1939, 352 in 1946 and 586 in 1954. It must be 
remembered that equipment costs and building costs do not al- 
ways vary in the same ratio, and separate indices should be used 
if the assured uses original cost adjusted for price changes as a 
basis for determining insurable value. 

Depreciation for insurance purposes means actual deteriora- 
tion, value decrease, or obsolescence rather than the accounting 
write-off. Frequently, not more than 50 per cent of depreciation 
of new replacement cost is recognized if equipment is still in use. 
There are exceptions to this, notably automobiles and buildings. 

As the result of a ruling laid down by the Court of Appeals, 
in the McAnarney Case, actual cash value was held to be some- 
where between the two extremes of market values and reproduc- 
tion costs, less physical depreciation. The rule was laid down that 
all the factors influencing actual cash value must be considered. 


Appraisals 

It follows naturally that any value other than the book value 
or cost of the assets used for insurance purposes, must be sub- 
stantiated if it is to be accepted for claim purposes. This can be 
established by independent appraisal, or by an inventory and 
valuation of the property by the assured. In some cases arrange- 
ment can be made with the insurance company to make an ap- 
praisal or survey, in which event it may be bound by such ap- 
praisal under special agreement. 

Valuations can also be achieved by joint appraisals involving 
both independent appraisers, insurance company members, and 
even the assured’s personnel. While these may be the more costly, 
in the long run they would give the fairest values because all the 
interests have a chance to be heard. Appraisals, however, to serve 
their purpose, must be revised, rechecked, or remade, to keep 
them current and effective. Such revisions should be predicated 
on changing price levels and economic conditions in addition to 
mere passage of time. 

Appraisals made for other purposes (capital asset inventory, 
taxes, depreciation studies) can also be used effectively if no 
insurance appraisal is made. 

It must also be borne in mind that appraisals, although gen- 
erally acceptable, are not necessarily binding on the insurance 
company unless agreement to that effect is made beforehand. 

In the absence of appraisals, a common basis for buying in- 
surance and settling claims, is the property records of the insured 
showing depreciation, additions, etc. However, these must be 
adjusted for changes in price levels, differences in depreciation 
methods, noninsurable values included, insurable values not in- 
cluded, and the many other factors that differentiate book values 
and insurable value. Under all conditions, it is almost inevitable 
that settlement of claims will be a matter of negotiation. 
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SOURCE 


General 
accounting 
records 


Assureds 
insurance 
records 


Independent 
appraisals 
(see note A) 


Insurance 
company 
appraisal 

(see note A) 


Assureds 
appraisal 
(see note A) 


Income tax 
values 


NOTE A 





Summary of methods 
of determining insurable values 


ADVANTAGES 


Simple 
Inexpensive 


For specific use 
Reasonably accurate 
Relatively inexpen- 
sive 

Useful for loss set- 
tlement 


Unbiased source 
gives acceptability to 
carrier 

Assured has confi- 
dence that property 
is insured adequately 
May be kept up to 
date 

Appraisers assist in 
loss settlement 

May have uses other 
than insurance 


Cost usually ab- 
sorbed by insurance 
carrier 
Useful for loss set- 
tlement 


Assured has control 
of values established 
Values in keeping 
with special factors, 
considerations and 
knowledge of busi- 
ness 


Inexpensive 


The following table indicates the advantages and disadvan- 
tages of the several methods of obtaining insurable values pre- 
viously discussed: 


DISADVANTAGES 


May be obsolete 

Improper depreciation provision 
(accelerated methods, etc.) 
Includes noninsurable values 
Does not include insurable val- 
ues not capitalized or owned 
(rented property ) 

No provision for economic value 
changes 

Difficult to determine amount 
of loss or effect a satisfactory 
settlement 


Information, if available to oth- 
ers, could be bad for union ne- 
gotiations or tax audit 

May not be accepted as basis for 
insurance settlement 

Requires close supervision to re- 
cord retirements and insurable, 
noncapitalized items 


Initially expensive 


Unless kept up to date becomes 
obsolete rapidly 


Possibility of distortion 
Coverage may not recognize 
needs of business 

Usually not so thorough an in- 
ventory as by independent ap- 
praiser 

Biased 


Source may not be completely 
acceptable for loss settlement 
Values assigned may not be ac- 
curate or up to date 

Observed depreciation may not 
be proper 


May be obsolete 

Fast write-off and other tax con- 
siderations not valid for insur- 
ance 


Joint appraisal involving any two or all three may avoid some of the 
disadvantages of each 


COST CONSIDERATIONS 


The problem of cost must be considered together with the 
amount and type of coverage needed. This problem is not solved 
by shopping for the most economical policy. In the insurance 
world, a buyer of several types of insurance does best, costwise, 
by placing his requirements with as few good companies as pos- 
sible with the aid of a reliable insurance adviser or broker. In- 
surance companies specialize in certain types of coverage, and 
by placing his requirements with as few companies as possible, 
the buyer becomes a larger customer and thus is in a position to 
demand, and obtain, better service. This procedure also avoids 
duplication or gaps in coverage which otherwise might weaken 
the insurance program. The services of a good insurance adviser 
are desirable, since insurance is a field for professionals. 


There are several decisions regarding cost which must be made 
by the buyer, together with the aid of an adviser. These can be 
generally grouped as follows: 


Self-insurance vs. regular insurance 

Self-insurance means the calculated assumption of a risk with- 
out resorting to coverage by a carrier. A large company can 
sometimes afford to assume greater risks if the assumption of 
such risks will not, under a catastrophe, financially imperil the 
company. If the risks are substantially diversified (i.e., fire in- 
surance covering several locations), the limited exposure at any 
one location is an important factor in the decision. Furthermore, 
a company can self-insure small risks and purchase coverage for 
the serious ones. This can be done through deductible clauses or 
by excess coverage policies. In addition, catastrophe coverage 
could be obtained. In any case, the buyer must decide whether 
he can afford to assume the risk as self-insurer, and if so, whether 
he can do so more economically than purchasing insurance. 


Mutual companies vs. stock companies 

Mutual companies operate on the principle that every policy- 
holder is a shareholder. All profits are distributed to the pol- 
icyholders in the form of dividends reducing insurance pre- 
miums. A mutual company usually specializes in one type of 
insurance, and assumes preferred risks. In this way it operates 
with a lower loss ratio than would otherwise be possible. Fur- 
ther, mutual policies are purchased directly without the inter- 
vening broker. Thus insurance purchased through a mutual is 
usually more economical, although the cost of qualifying (sprin- 
klers, improved protection, etc.) for this coverage may be a de- 
terrent. 

Stock companies are operated for the benefit of their stock- 
holders to whom all profits accrue. These companies assume 
greater risks than mutuals and hence their premiums are greater. 
Stock companies emphasize client service and usually extend 
greater latitude to their clients in the settlement of claims. In 
view of the competition of mutual companies with respect to 
preferred risks, the stock companies have formed the Factory 
Insurance Association (FIA) and similar groups, to underwrite 
the insurance for such preferred insurers. This source of insur- 
ance coverage can often be economical. 


Reciprocals vs. other types of coverage . 

A reciprocal is a joint venture, in which a number of prop- 
erty owners agree to insure each other in the event of loss. The 
operation of the insuring group is usually in the hands of an at- 
torney-in-fact as manager, often a member of the Associated Re- 
ciprocal Exchanges. The business is conducted at cost, and is 
the nearest type of coverage to true insurance, at the lowest cost, 
for the highest type of risk. The decision to enter this type of 
arrangement is one that requires the aid of professional insur- 
ance advisers. 


Long-term vs. short-term policies 

In some cases, purchase of long-term policies represents a 
substantial savings in costs, and discounts of up to 20 per cent 
are not uncommon. The facts surrounding each case must be 
weighed before making a long-term commitment, including 
study of the short-rate cancellation clause. 


Blanket coverage vs. individual coverage 
One of the most common methods of reducing insurance costs 
is to combine several assets under one policy. For example, it 
may be advantageous to cover a building and its contents under 
one fire policy rather than two. Also, when several locations are 
involved, one policy covering all locations can be substantially 
(Continued on page 422) 
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Topic-by-Topic Analyses of Cor- 


porate Income Tax Law with Full 
Treatment of Each Tax Problem 


EDITORIAL BOARD 
Leonard L. Silverstein (Chief Editor)—Part- 
ner, Cooper & Silverstein, Attorneys, Wash- 
ington, D. C.; co-author, Mertens’ Law of 
Federal Income Taxation 
John Cady—Tax Director, McGraw-Hill Pub- 
lishing Co. ‘ 
E. Randolph Dale—Partner, Hawkins, Dela- 
field & Wood, Attorneys, New York, N. Y. 
C. H. Friedrich—Director, Tax Administra- 
tion, Radio Corporation of America 
Samuel H. Hellenbrand—Director of Taxes, 
The New York Central Railroad Co. 
William Horne Jr.—Tax Section, Olin-Mathie- 
son Chemical Corp. : 
Augustus W. Kelley I1I—Tax Manager, Bris- 
tol-Myers Co. 
Raymond J. Kerester—Attorney, New York, 
N 


Hee 
William J. Lemmon—Tax Attorney, Western 
Electric Co. 
Stanley Ozark—Tax Department, Investors 
Diversified Services 
Fred W. Peel, Jr.—Partner, Alvord & Alvord, 
Attorneys, Washington, D. C 
James Q. Riordan—Corporate Planning De- 
partment, Socony Mobil Oil Co.; Revising 
Editor, Mertens’ Law of Federal Income 
Taxation 
David R. Roberts—Attorney, Minneapolis, 
Minn.; Tax Counsel, Minneapolis Star and 
Tribune Co. 
Jacques T. Schlenger—Tax Counsel, Wabash 
Manufacturing Co., Inc. 
Louis Schreiber—Manager of Federal Tax 
Division, Legal Dept., E. I. du Pont 
de Nemours & Co., Inc. 
John Scott—Partner, Lewis & MacDonald, 
Attorneys, New York, N. Y.; Revising Editor, 
Mertens’ Law of Federal Income Taxation 
T. T. Shaw—Arthur Young & Co., Certified 
Public Accountants, New York, N. Y. 
Stanley S. Weithorn—Olwine, Connelly, 
Chase, O’Donnell & Weyher, Attorneys, New 
York, N. Y. 
Arthur B. West—Assistant Treasurer, Singer 
Sewing Machine Co., New York, N. Y. 
William M. Wolfson—Treasurer, Independent 


_ Television Corp. 


A COMPLETELY NEW APPROACH T0 
ORP 


RATE TAX ADMINISTRATION 


BNA’s Bi-weekly 


Tax Management 


PORTFOLIOS FOR 
EXECUTIVES 


Taking up where conventional tax services leave off, BNA’s 
Tax MANAGEMENT Service represents a completely new con- 
cept in corporate tax administration. It is designed for the 
person who wants: 

(a) practical help in working out effective solutions to cor- 
porate tax problems; 

{b) expert assistance in putting the most advantageous tax 
policies and programs into effect in all departments of an 
organization; 

(c) all information on a specific tax problem in one place, in 
readily usable form; 

(d) full treatment of each tax problem with expert “how-to- 
solve-it” guidance by practicing tax administrators, lawyers, 
and accountants. 


What Each Tax MANAGEMENT Portfolio Contains: 

e@ aSituation Guide—listing commonly recurring problem areas 
and providing references to solutions elsewhere in the Portfolio; 
@ aTax-Pattern Outline—supplying a brief explanation of typi- 
cal problems and how to handle them; 

@ a Detailed Analysis—a thorough treatment of all the ramifi- 
cations of specific tax problems in a given area, to enable the 
tax administrator to give sound, authoritative advice to man- 
agement on the effects of rulings, decisions, and statutes; 


® WORKING PAPERS- complete set of worksheets for exe- 
cution, reference, and distribution, providing “what-to-do” 
guidance to the tax executive, lawyer, and accountant, and 
facilitating the giving of instructions to accounting, sales, and 
other departments. They include graphic descriptions of prob- 
lems; computation work sheets; prototype forms; specimen 
notices to shareholders, employees, customers, and suppliers; 
prototype submission documents to Internal Revenue Service 
(including sample requests for rulings); filled-in special tax 
return forms; accounting implementation documents (with 
explanations and comments); reproductions of major tax bills; 
and similar materials. 


@ a Bibliography—helpful reference material, including official 
sources (IRS Rulings, Treasury Regulations, Court Decisions, 
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Statutes, Committee Reports, etc.), and unofficial sources 
(CCH, P-H, periodicals, and treatises). 


How to Obtain the Tax MANAGEMENT Service 


Pictured here are the 31 TAX MANAGEMENT Portfolios pres- 
ently planned to be made available to subscribers between now 
and September 30, 1960. Five of these Portfolios are ready. 
The others will be issued, one at a time, on a regular bi-weekly 
schedule, starting Monday, September 14, 1959. 


Each new Portfolio will be accompanied by the bi-weekly 
Tax MANAGEMENT Memorandum, which will show how active 
tax managers are handling major tax matters, give the views of 
tax experts—in business, private practice, or government—on 
tax proposals, and present the consensus of corporation tax 
officials (at periodic round-table discussions) on the best pos- 
sible solutions to problems of immediate interest. 

Two subscription plans meet the differing needs of those 
concerned with corporate income taxes. Under the 
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Complete Sets of Worksheets 
for Putting the Most Advanta- 


Memorandum Subscription Plan 
geous Tax Practices into Effect 





you can subscribe for the bi-weekly TAx MANAGEMENT Memo- 
randum at the rate of $45 per year. If you do so, you will receive 
as a pre-publication bonus your choice of one of the seven TAX 
MANAGEMENT Portfolios listed on the order form below. The 
Portfolio you choose will be up to date at the time it is sent to 
you. During the term of your subscription’ you will also have 
the privilege of acquiring any or all other Portfolios issued, at 
$22 per Portfolio. If for any reason the TAX MANAGEMENT 
Memorandum and the bonus Portfolio do not come up to your 
expectations, you may return all materials, express collect, 





PUBLICATION SCHEDULF > 
(Subject to revision) 


Starting September 14, 1959, a new Port- | 
folio will be issued every two weeks. — 


- State Taxation of Multi-State Business 
- Corporate Acquisitions - Payroll-Tax 
Problems of Employees Working Abroad 
- Estate Planning for Corporate Executives 

















- Consolidated Returns - Depreciation and 


X within 30 days for full cancellation of charges. Under the Amortization - Special Fringe Benefits 
n Wall Gsikee Gilleuiation We - Pension Plans and Profit-Sharing Plans 
ull Service Subscription Plan - Stock Option Plans - Deferred Compensa- 
n you can subscribe for all Tax MANAGEMENT Portfolios and the pe dager 4 = ee uae 
Memorandum at $344 per year. You will receive a new Port- ing and Payroll Tax Procedures « Prepara- 
)- folio every other week, 26 issues of the bi-weekly Tax MANAGE- tion and Use of Schedule M - Special Tax 
S, MENT Memorandum, and, as a special pre-publication bonus, Refund and Payment Problems + Net 
the five Portfolios now ready (the first five listed on the order oe yee —— a espe a eee Equip- 
form). Not only will each Portfolio be completely up to date on New Pacis Develontnios- ‘Tewve aaa 
at the time it is sent to you, but all of your Portfolios—the bonus Entertainment Expenses « Inventory Meth- 
AS Portfolios as well as those issued during the term of your sub- ods - Reserve for Bad Debts and Esti- 
); scription—will be kept up to date and revised whenever neces- —s ae : sho of State, Local 
i- sary. If for any reason the Portfolios and the Memorandum do . vibations Gud Gee was Fier snaed 
not come up to your expectations, you may return all materials, - Corporate Liquidations - Foreign Opera- 
a express collect, within 60 days for full cancellation of charges. tions — Base Companies - Federal Excise 
e Please indicate the Subscription Plan you prefer on the order Taxes - Audit and Conference Procedures 
1- form below and mail the form back to us today. 
0000080008080 88008880O8888OSCEEOEOC8E8EOE88EEEEEE8O8EOEO8SSEHHHESESEEEO8E8HE8SESESEESESEESEEEE 
6 
e- e The Bureau of National Affairs, Inc. TAX MANAGEMENT Memorandum subscribers ; 
.” : 1231 24th Street, N. W., Washington 7, D. C. ave should check one of the seven Portfolios >| 
@ Check one c listed below. Full Service subscribers will ¢ 
. e (I wish to accept the Memorandum Subscription Plan. Please enter my automatically receive the first five as a pre- @ 
i . order for Tax MANAGEMENT Memorandum at $45 per year, and send me as a publication bonus, and the other two as part m4 
b= @ Pre-publication bonus the Tax MANAGEMENT Portfolio I have checked along- of the Service. é 
mn e side. I understand I may return all materials, express collect, within 30 days e 
s° e for full cancellation of charges. ( Declarations and Payments of Estimated § 
‘ e CI prefer to accept the Full Service Subscription Plan. Please enter my Tax a 
ce e order for TAX MANAGEMENT Portfolios and the bi-weekly TAX MANAGEMENT : Ss 3 
1x : ary hag ae a a per year, and send me as a pre-publication bonus the (1) Sickness and Disability Benefits > 
rst five Portfolios listed alongside. I understand I may return all materials, ‘ 
th : express collect, within 60 days for full cancellation of charges. CO) Moving Expenses a 
s5 § NAME () Corporate Separations ¢ 
® ORGANIZATION Foreign Income—Export Sales . 
al $ ADDRESS : 2s . ; 
: ® CITY ZONE STATE () State Taxation of Multi-State Business 4 
se : SIGNED (] Corporate Acquisitions | 
3 ) Add sales tax where applicable ’ -@ 
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cheaper than separate policies for each. While these combina- 
tions can best be set up by the insurance adviser, the savings in 
cost can definitely influence the buyer in his selection of coverage. 


Exact vs. estimated coverage 

One of the largest costs which can face a buyer of insurance 
is the cost of inadequate settlement of losses. This could be the 
result of underinsurance or of inadequate evidence of insured 
values. Standard coverage for a building includes all items used 
for servicing the building, such as boilers, sheds, screens, signs, 
but unless accurate records are kept of these items, it will be difh- 
cult to prove loss. In most cases, the usual book records of ma- 
chinery and equipment are inadequate for purposes of settling 
a loss. For example, a fully depreciated piece of equipment, 
which is still in use, has a greater value than its record shows. 
Hence one of the important requisites of proper insurance man- 
agement is the establishment and maintenance of records de- 
signed primarily to reflect the values of property subject to 
insurance. Accurate records of insurable values are particularly 
— where coverage requires reporting of fluctuating 
values, or progress of construction. 


Co-insurance vs. full coverage 
Buyers of some types of insurance may be willing to share the 
liability with the insurance company in case of loss or claim as a 
consideration for a reduction of premiums. Such participation is 
covered by the co-insurance clause, and usually shows the carrier 
assuming upwards of 70 per cent of the risk. For example, if a 
building has an insurable value of $200,000 and is covered by a 
ayn with a 70 per cent co-insurance clause, the contract must 
e for $140,000 to make the carrier liable in full for all losses 
up to $140,000. Any loss over that amount is borne by the in- 
sured. If the contract is only for $100,000 in this case, the carrier 
pays only 5/7 of all losses, no matter what the size. Policies with 
co-insurance clauses can be purchased calling for co-insurance at 
100 per cent, 90 per cent, or any lesser percentage. Although the 
rate per $100 of insurance increases as the co-insurance rate is 
lowered, the amount of insurance required is less and hence the 
total cost is less. Careful study should be made of savings pos- 
sible under co-insurance. 


Conclusion 

The foregoing is a general summary of the areas in which 
cost in insurance can be reduced by the buyer. There are many 
other ways in which the insurance adviser can help, such as 
recommending sprinkler installation or other facility changes 
where premium savings will be substantial, by checking war- 
ranties under the policies for possible credits, by the removal of 
insurance hazards of all types, and by the constant review of all 
coverage with the purchaser to insure proper and adequate cov- 
erage. 


LOSSES AND CLAIMS 


Preparation prior to a loss 

The time to prepare for an insurance claim is before the loss 
occurs. It is desirable to establish basic procedures to be followed 
in the event of a major disaster to prevent aimless activity during 
the confusion that usually exists immediately following a fire or 
similar insured occurrence. Even though the procedures may 
never be used, the knowledge gained will be valuable for ad- 
ministering the insurance program. The following is a suggested 
program. 

A disaster committee should be activated to operate when a 
catastrophe occurs. Each member would have specific assign- 
ments in accordance with the prearranged plan and would issue 
instructions and delegate responsibility as required. 
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Activities upon loss 

Certain things must be done as soon as possible after a loss 
occurs. Some of these are listed below, not necessarily in the 
order of their importance: 


1. Activate the disaster committee if necessary and set its pre- 
conceived plans into motion. 

2. Notify the insurance company, the insurance broker, and 
local authorities as required. 

3. Take immediate steps to protect the remaining property 
and to prevent further damage. 

4. Review insurance policies for rights, requirements, valua- 
tion, amounts of insurance, etc. 

5. Obtain permission from insurance company for debris re- 
moval, salvage, repair, rehabilitation, or other activities consid- 
ered desirable to resume normal activities promptly. 

6. Establish procedure for a physical inventory of remaining 
undamaged property and for damaged property indicating ex- 
tent of damage. This inventory should be taken jointly by the 
assured and the insurance company adjusters. 

7. Establish the accounting procedures for all loss expenses. 
Care must be taken to segregate those expenses applicable to 
direct damage insurance and those applicable to business inter- 
ruption or other insurance. 

8. Start a history of the occurrence including all available 
facts about the cause, nature of disaster, and actions taken during 
and after the loss. This will be helpful in final settlement and for 
guidance in the event of another loss at a later date. 


Claim preparation 

The compilation of a claim for presentation to the insurance 
adjuster is more than the mere accumulation of figures. It re- 
quires the use of judgment and intimate knowledge of the 
property damaged. The major components of a claim presenta- 
tion are: 


1. A statement of the insurable value of the total property 
insured as of the date of the loss. This can be prepared from ap- 
praisals, property records, books of account, or other sources. 
Such information is only required for losses under policies hav- 
ing co-insurance or similar valuation clauses. 

2. A statement of the insurable value of all insured property 
not destroyed or damaged. This can be prepared from existing 
records or a physical inventory after the loss. 

3. A statement of the insurable value of all insured, damaged 
property that is salvageable. This should be prepared from a 
physical inventory taken jointly with representatives of the in- 
surance companies. Agreement should be reached at that time, 
that the property is salvageable, and the extent of the damage. 
Several problems arise in this area: 


a. Shall the assured retain this property ? 

b. If retained by the assured, how much shall be claimed as a 
loss? In most instances the amount claimed must be negotiated 
with the adjuster. 

c. Shall the assured dispose of the property and claim the dif- 
ference between the insurable value and the proceeds from dis- 

osal ? 
d. Shall the assured release the property to the insurance 
company and claim the full insurable value? 


4. A statement of the insurable value of all insured, damaged, 
and unsalvageable property. This should be based upon the 
physical inventory discussed in section 3 above. 

5. A statement of the insurable value of all insured property 
completely destroyed. This is frequently a difficult task. It can be 
compiled from appraisals and other property records, evidence 
in the debris, statements from employes of the assured, or other 
available data. A common method for developing this item 1s: 
Deduct the sum of (a) undamaged property, (b) inventoried 
salvageable property, and (c) muebecel nonsalvageable prop- 
erty from the total insurable value of the property. The re- 
mainder represents the out-of-sight loss. 
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6. A statement of the cost of salvage and rehabilitation. This 
may be based upon actual expenditures or estimates of proposed 

sts. 

“4 A statement of the cost of removing debris, similar cleanup 
activities, and other expenses recoverable under the policy. These 
recoverable expenses are not to be included in any computation 
of the claim under a co-insurance clause where insufficient insur- 
ance is carried, and may be included in the claim in full. 

g. Where a depreciation or repair-replace policy is involved, 
it will be necessary to furnish information concerning the in- 
surable value and the replacement cost new. 

9. A summary statement of the claim, which may include con- 
sideration of the effect of the co-insurance clause, if any, and the 
amount claimed for each of the items discussed above. 

The items discussed herein do not necessarily include all 
claimable losses. Each claim must be based on the circumstances 
and the insurance contract involved. 


Claim settlement 
The steps to be taken by an assured in settlement of a loss are: 


1. Notification of the loss 

2. Submission of the claim 

3. Negotiation of the amount of the loss 
4. Submission of the proof of loss 


The key to successful claim settlement is good information. If 
the data described above are well prepared and carefully docu- 
mented, there should be no difficulty in making a satisfactory 
adjustment. It is a well-established policy of insurance companies 
and adjusters to be reasonable and fair in the settlement of 
losses. However, if the assured is unreasonable, the insurance 
adjuster may take advantage of every minor technicality available 
to him. 

When the assured and the company cannot agree, the policy 
provides for an appraisal of the loss or arbitration. Resort to 
legal action is only as a last resort. 

The insurance broker, as the agent of the assured, should be 
consulted and should be an active member of the team negotiat- 
ing with the insurer. Many of the larger brokerage firms have 
excellent claims departments that can and should assist materially 
in the preparation, presentation, and settlement of losses. 

Roleoicasl public adjusters may be retained to prepare the 
claim and negotiate the settlement of the loss. Such assistance 
may be desirable if the assured does not have the executive talent 
to cope with the problems involved, or if the assured’s broker 
cannot furnish the assured with the technical help required. In 
many jurisdictions, the public adjusters are licensed. They usually 
receive a fee contingent upon the amount of the claim as settled. 

Appraisers may also be used to give technical assistance, par- 
ticularly in inventorying the property after the loss and estab- 
lishing the extent of the damage. Where insurance appraisals 
have been made prior to a loss, the retention of the appraiser 
for such activities would be desirable. 

The insurance companies may handle a loss in several differ- 

ent ways: They may adjust the loss through their own loss de- 
ponent: they may submit the loss to one of the adjustment 
ureaus established by the companies, such as the General Ad- 
justment Bureau, or the Western Fire Adjustment Bureau; or 
they may retain an independent adjuster, some of whom are 
specialists in various types of losses. In the case of substantial 
losses, involving several insurance companies, they may form a 
loss committee comprising several adjusters to settle the loss. 
Where there are more than one insurance company involved, the 
entire loss is usually settled through a bureau, independent ad- 
juster, or committee. The major carrier will usually approve the 
adjustment, and the other companies will concur. In any event, 
negotiations are with qualified individuals who are thoroughly 
familiar with insurance contracts and claims procedures, and as 
likely as not, may have had experience with losses similar to the 
one under consideration. 


Under certain circumstances, the insurance adjuster may de- 
sire to replace the damaged property rather than make a mone- 
tary settlement. This option is usually permissible under the 
contract but apparently not often resorted to. 

The preparation and settlement of substantial losses may take 
an extended period and thereby cause financial difficulty to the 
assured. It is often possible to obtain partial ee to provide 
the funds necessary for rebuilding and rehabilitation. 

When the final settlement cannot be reached within the time 
specified in the policy, usually 60 days, it is important that the 
assured protect its interest by obtaining a written extension of 
the time for submitting a proof of loss. 

The proof of loss is a document signed by the assured, es- 
tablishing the amount agreed upon and to be paid by each 
insurance company involved in full settlement of the loss in- 
curred. It is the final step in the settlement of an insurance loss. 


TAX ASPECTS 
General 
The impact of federal income taxes is not generally considered 
in the management of insurance upon capital assets. The more 
important tax aspects are those pertaining to protection cost or 
to insurance premiums and those pertaining to loss recovery. 


Protection Costs 

Property insurance premiums paid or accrued are deductible 
as an ordinary and necessary business expense, and both cash 
and accrual basis taxpayers must apportion business insurance 
premiums which afford protection for more than one taxable 
period, and deduct such premiums over the term of the policy 
(131F(2d)966 Boyleston Market Assn.) 

Dividends received from mutual insurance companies are 
normally a reduction of the premium expense. (G.C.M.10798, 
C.B.X1-2, 58; 1.T.2646, C.B.X1-2, 59). In the case of certain 
mutual companies such as the Factory Mutuals, where the de- 
posit is not based upon manual rates, and where a substantial 
portion of the deposit premium is refunded as a dividend at 
the end of the policy term, it is the prevailing practice to allo- 
cate the premium, so that current operations are charged with 
the net insurance cost and an asset account created for the 
anticipated dividend. In the case of other mutuals where the 
premium is based upon manual rates, the dividend is usually 
credited to the insurance expense account when received. There 
is no official ruling covering these practices, but they have 
generally been accepted. 

Self-insurance reserves established for losses, whether based 
upon the normal insurance premiums that would be paid, or 
based upon other considerations, do not result in a deductible 
expense. (13BTA 189, aff'd 43F (2d) 78, Cert. den. 284 
US654). Actual losses sustained are deductible. 


Loss Recovery 

Insurance recovery for a loss sustained results in either a gain 
or loss, depending upon the tax basis of nied GSA: destroyed 
(as distinguished from book value or sound insurable value) 
and the amount of insurance recovery. If a single sum is received 
for inventories plus other assets, the amount so received must be 
apportioned. It generally would be desirable that the settlement 
with the insurance company designate that portion of the re- 
covery applicable to capital asset even though the property is 
included in blanket coverage. 

Special tax rules for determining capital gains or losses are 
provided in Section 1231 of the Internal Revenue Code of 1954 
that apply to property used in the trade or business and in- 
voluntary conversions. Such property is: 


“* * * property used in the trade or business, of a character 
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which is subject to the allowance for depreciation provided in 

Section 167, held for more than six months * * * which is 

not— 

(A) Property of a kind which would properly be includible 
in the inventory of the taxpayer * * * , 

(B) Property held by the taxpayer primarily for sale to cus- 
tomers in the ordinary course of his trade or busi- 
ness Res" 


The general rule is: 


“If, during the taxable year, the recognized gains on sales 
or exchanges of property used in the trade or business, plus the 
recognized gains from the compulsory or involuntary conversion 
of property used in the trade or business and capital assets held 
for more than six months into other property or money, exceed 
the recognized losses from such sales, exchanges, and conversion, 
such gains and losses shall be considered as gains and losses 
from sales or exchanges of capital assets held for more than six 
months, If such gains do not exceed such losses, such gains and 
losses shall not be considered as gains and losses from sales or 
exchanges of capital assets. * * * losses upon the destruction, 
in whole or in part * * * of property used in the trade or 
business * * * shall be considered losses from a compulsory or 
involuntary conversion.” (Italics supplied.) 


The essence of this section is that a gain resulting from in- 
surance recovery will be considered a long-term capital gain 
subject to the tax limitations on long-term capital gains or as 
an involuntary conversion as described later. On the other 
hand, a net loss is considered an ordinary loss fully deductible 
from other income. 

In the case of involuntary conversion, a gain resulting from 
an insurance recovery may be avoided at the election of the 
taxpayer when filing the tax return for the year the loss oc- 
curred, if the proceeds are used for the purpose of replacing the 
property destroyed or for purchases of other property similar or 
related in service or use to the property destroyed. (Section 1033- 
IRC). The replacement or purchase must be made within one 











mod Plus 


This Survey Answers Your Questions 


How many executives report directly to controi executives? 


On what management committees do control executives serve? 


year after the close of the first taxable year in which any part of 
the gain is realized. Recognizing that this may not always be 
possible, regulations provide for procedure whereby application 
may be made for an extension of the time to replace the 
property. The requirements of the regulations are technical and 
specific regarding the use of the proceeds of the insurance te. 
covery for other purposes. (TD6059-6/8/54). 

Where the total insurance proceeds are not used for te. 
placement, gain is recognized to the extent that the amount 
realized from the insurance recovery exceeds the cost of the te. 
placement property acquired. 

The tax basis of the new property will be the basis of the 
old property destroyed. Although it is not specifically covered, 
it appears that depreciation should be continued upon the old 
basis even though the remaining life may be extended to the 
life of the replacement property. Any cost of the replacement 
property in excess of the insurance recovery would increase the 
tax base. 

For purposes of illustration assume that property having a 
depreciated tax base of $1 million was totally destroyed. It was 
insured for $1.5 million and full recovery realized. The prop- 
erty was promptly replaced at a cost of $1.4 million. The tax 
effect would be that the new property would have a tax and 
depreciation base of $1 million and that the gain of $500,000 
would be allocated as $100,000 taxable as a long-term capital 
gain and $400,000 as a nontaxable gain. However, assuming 
that the new property cost $1,650,000, there would be no 
taxable gain, and the tax and depreciation base will become 
$1,150,000. 


Conclusion 

It is quite evident that income taxes should be considered in 
planning an insurance program. While income taxes are im- 
portant, the effect of the taxes in developing the program should 
be in the light of the more compelling aspects of insurance 
planning, namely to obtain the best coverage at the lowest cost, 
to recover a loss that may occur, and to avoid financial difficulties 
as a result of losses. 


For what functions is the control executive responsible? 
Where are control executives’ responsibilities stated? 
What is his educational and training background? 
What is the typical control executive’s age? 

Who hires the control executive? 

How big is the control executive’s department? 

What is his employment and experience background? 
To whom is the control executive directly responsible? 


A three-page bibliography on controllership 
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Profile of the 


CORPORATE CONTROLLER 


A reprint of a research report which 
appeared as a three-part article in THE CONTROLLER 


citing more than 100 items. 
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N. Slater Company Continental Oil Company Meredith Publishing Grace Chemical Company Du Pont Company 
Limited Company of Canada Ltd. 
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Industry Round Tables Scheduled 
for CIA Annual National Conference 


Sixteen industry groups will meet in 
round-table sessions concurrently on Tues- 
day afternoon, October 27, during the 
1959 Annual National Conference of 
Controllers Institute of America. The 
round-table concept provides a framework 
within which financial executives can in- 
formally discuss common problems and 
topics of interest to their industry. While 
designed for the benefit of those in spe- 
cific industries, each session is open to 
anyone attending the Conference. 

Banking and Investment. A round-table 
discussion of uniform accounting practices 
for banks will be led off by prepared re- 
marks by panel members, George Rich- 
ards, Jr., a partner of Peat, Marwick, 
Mitchell & Co., Chicago, Ill.; Harry V. 
Keefe, Jr., a partner with Tucker, An- 
thony & R. L. Day, Hartford, Conn.; and 
Frank Forester, Jr., deputy comptroller, 
Morgan Guaranty Trust Company, New 
York. Chairman of this industry round- 
table is Robert W. Fischer, vice president, 
First National Bank of Minneapolis, Min- 
neapolis, Minn. Assisting him as vice 
chairman is Frederick W. Bardusch, dep- 
uty comptroller, the Chase Manhattan 
Bank, New York. 

Cement. Earl W. Denby, controller of 
the Huron Portland Cement Company, 
Detroit, Mich., will speak on problems in 
the application of data-processing equip- 
ment in a cement company followed by 
a discussion led by Harold L. Irick, treas- 
urer, Louisville Cement Company, Louis- 
ville, Ky. In addition, a discussion of dif- 
ferences in industry practice for reporting 
sales will be conducted by Harold F. 
Stepanek, secretary-treasurer, Alpha Port- 
land Cement Co., Easton, Pa. 

Chairman of the cement industry group 
is R. William Rose, vice president-finance, 
Lehigh Portland Cement Company, Al- 
lentown, Pa., and the vice chairman is 
Kenneth A. Conningham, assistant to vice 
president and general manager, Perma- 
nente Cement Company, Oakland, Calif. 

Chemical, Paint and Allied Products. 
Final selection of a topic is now being 
determined under the chairmanship of 
L. W. Garner, comptroller, Vick Chemical 
Company, New York, assisted by Vice 
Chairman Earl J. Wipfler, assistant con- 
troller, Monsanto Chemical Company, St. 
Louis, Mo. 

Electrical Manufacturing. A discussion 
of budgeting and control of engineering 
and research expenditures has been sched- 
uled. Serving as chairman of this group is 
Allen E. Reed, vice president-finance and 
treasurer, Raytheon Manufacturing Com- 
_ pany, Waltham, Mass. 
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Fire and Casualty Insurance. Speaking 
on investment management in an infla- 
tionary economy will be Samuel Hopkins, 
secretary and assistant treasurer, Fideli 
& Deposit Company of Maryland, Balti- 
more, Md., according to a report by the 
chairman, Herbert N. Schisler, comptrol- 
ler, Fidelity & Deposit Company of Mary- 
land, Baltimore, Md. The vice chairman 
of this group is William R. Phelan, vice 
president-treasurer, United States Fidelity 
& Guaranty Company, Baltimore, Md. 

Foods, Beverages and Allied Products. 
A presentation on saving and controlling 
the marketing expense dollar will be de- 
livered by Clemens A. Erdahl, partner, 
and Herbert G. Reid, managing account- 
ant, Price Waterhouse & Co., New York. 


Periodic stops for group discussion and a 
general discussion period at the end of the 
session have been planned by Chairman 
Russell N. Monbleau, controller, Jell-O 
Division, General Foods Corporation, 
White Plains, N. Y., and Vice Chairman 
Stanley E. Brackett, assistant controller, 
Walter Baker Division, General Foods 
Corporation, Dorchester, Mass. 

General Manufacturing. Tax and tax 
accounting problems of a United States 
business conducting international opera- 
tions will be the subject of an address by 
Frank M. Budick, partner, Price Water- 
house & Co., New York, followed by a 
general discussion led by the chairman, 
Kenneth C. Sandridge, assistant controller, 
Blaw-Knox Company, Pittsburgh, Pa. 
Serving as vice chairman is Donald E. 
James, secretary-treasurer, Fisher Scientific 
Company, Pittsburgh, Pa. 

Life Insurance. This group will hear 
five speakers present topics of interest to 
life insurance executives. Included on the 
program are Robert A. Miller, vice presi- 
dent and controller, State Mutual Life 
Assurance Company of America, Worces- 
ter, Mass., speaking on clerical cost re- 
duction—supervisors’ work analysis pro- 
gram; Burnell H. Miller, vice president 
and controller, State Farm Life Insurance 
Company, Bloomington, Ill., addressing 
the group on whether life insurance com- 
panies should invest in common stocks; 
William S. York, second vice president, 
Metropolitan Life Insurance Company, 
New York, discussing internal auditing— 
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group insurance ; Robert C. Johnson, comp- 
troller, the Union Central Life Insurance 
Company, Cincinnati, Ohio, speaking on 
federal income tax—life insurance indus. 
try; and William H. Niland, second vice 
president, the Union Central Life Insyr. 
ance Company, Cincinnati, Ohio, report: 
ing on electronic data processing at the 
Union Central Life Insurance Company, 

The chairman of this group is Car] 
DeBuck, executive vice president, the 
Union Central Life Insurance Com any, 
Cincinnati, Ohio, and Robert A. Miller 
vice president and controller, State Mutual 
Life Assurance Company of America, 
Worcester, Mass., is vice chairman. 

Machinery Manufacturing. Stimulation 
of machinery sales through modern tech- 
niques, a round-table discussion to evalu- 
ate current techniques of machinery pro- 
curement, is planned for this group. 
Acting as discussion leader will be the 
chairman, R. A. Perkins, treasurer, Kear- 
ney & Trecker Corporation, Milwaukee, 
Wis., and the vice chairman, W. H. 
Perks, treasurer and controller, The 
Norton Company, Worcester, Mass. 

Metals Manufacturing. A panel of 
four speakers has been lined up by the 
chairman, J. J. Schofield, vice president 
and controller, Dura Corporation, Oak 
Park, Mich., and the vice chairman, 
Samuel T. Gustina, assistant controller, 
Aluminum Company of America, Pitts- 
burgh, Pa. 

Speakers and topics are: Frank Minelli, 
director of planning, Yale & Towne Man- 
ufacturing Company, New York, long- 
range planning; Leon A. Ridgway, comp- 
troller, Associated Seed Growers, Inc., 
New Haven, Conn., current problems in 
state taxation; Richard R. MacNabb, sec- 
retary, Machinery and Allied Products 
Institute, Washington, D. C., equipment- 
buying decisions; and Carl Cherin, part- 
ner, Eckert, Seamans & Cherin, interna- 
tional trade and competition. 

Mining and Extractive. The over-all 
subject under discussion at this round- 
table will be accounting problems of 
foreign operations. Three speakers are 
programmed to appear: George I. Brig- 
den, vice president and treasurer, St. 
Joseph Lead Company, New York; E. W. 
Graham, director of corporate accounting, 
Gulf Oil Corporation, Pittsburgh, Pa.; 
and Henry O. Karoly, comptroller, South 
American Gold & Platinum Company, 
New York, N. Y.; plus a discussion 
leader, Jerald S. Hanks, business manager 
and treasurer, Industrial Reactor Labora- 
tories, Inc., Plainsboro, N. J. 

The group chairman is Wayne R. 
Archerd, assistant comptroller, Bethlehem 
Steel Company, Bethlehem, Pa., and the 
vice chairman is Randal W. Reed, con- 
troller, the Atlantic Refining Company, 
Philadelphia, Pa. 

Paper Products. Return on investment 


(Continued on facing page) 
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(Continued from page 426) 


will be the focal point for this group’s 
discussion reports the chairman, L. F. 
Beckers, San Francisco, Calif. Assisting as 
vice chairman is J. Finley Thompson, con- 
troller, Fibreboard Paper Products Corpo- 
ration, San Francisco, Calif. 

Office Equipment. (To be announced. ) 

Printing and Publishing. Budgeting and 
long-term planning in the printing and 
publishing industry is the topic chosen for 
this round-table. The speakers will be 
Clifton M. Watts, regional controller, the 
Reuben H. Donnelley Corporation, New 
York, and Frank Marino, comptroller, 
American Book Company, New York. If 
time permits, advertising space salesman’s 


compensation and use of computers in 
market and product analysis will also be 
explored reports the chairman, Frank 
Marino. Assisting him, as vice chairman, 
is L. Keith Goodrich, vice president and 
treasurer, McGraw-Hill Publishing Com- 
pany, Inc., New York. 

Public Utilities. Chairman Emanuel 
Toder, controller, Consolidated Edison 
Company of New York, Inc., New York, 
and Vice Chairman A. E. Gartner, con- 
troller, Consolidated Natural Gas Com- 
pany, New York, are making a final selec- 
tion of topics for a discussion group 
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within this industry. 

Textiles and Apparel. A panel led by 
Stanley R. Klion, partner, Peat, Marwick, 
Mitchell & Co., Philadelphia, Pa., will 
discuss the controller's position in price 
determination. Included on the panel are 
R. R. Roberts, treasurer, Fieldcrest Mills, 
Inc., Spray, N. C.; A. Macfarlane, treas- 
urer, Coats and Clark, Inc., New York; 
and Harold E. Williams, controller and 
secretary, American Thread Company, 
New York. Serving as chairman of the 
group is Harold E. Williams, with R. R. 
Roberts as vice chairman. 
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THE TECHNIQUE FOR PROPER GIVING* 
By Walter J. Held 





Reviewed by WARREN S. WAGNER 
Secretary-Treasurer 

National Toddle House Corporation 
Memphis, Tenn. 


This book is unusually interesting and 
very informative. It should be read by top 
management in every large corporation, 
for its contents will pay dividends. The 
well-qualified author was. secretary of the 
Public Relations Committee of one of the 
top corporations on the West Coast for 
many years and has also engaged in fund- 
raising as a community duty during these 

ears. 

Mr. Held begins by thoroughly explain- 
ing the practice of fund-raising, parts of 
which are elementary in some respects. 
However, it does “set the stage for the 
whole principle of giving.” The chapter 
on ‘How To Decide What To Support” 
(Part II, Chapter 5) is enlightening and 
also sets out faults of many companies to- 
day as well as explaining home-office giv- 
ing. 

The National Better Business Bureau, 
as a source of checking, was touched upon 
lightly. In the opinion of the reviewer this 
is an important source of information, and 
it could have been given more emphasis. 

Fact-finding was one of the highlights 
of the book and should prove of much 
value to both large and small companies. 
It tells of one company using a ques- 
tionnaire to be answered by the solicitor 
and covers in part, the following: 


Is the solicitation by voluntary or pro- 
fessional representation (if the latter, 
what is the compensation involved)? 


Reasons for seeking this company’s 
Support. 

What sum is asked? 

What is the basis for such a sum? 

Are other members of the company’s 
industry now supporting the organization? 

Name some national and regional firms 
and state the sums paid. 

List 12 business firms of other indus- 
tries which are contributing and the sums 


paid : 


The above questions (Page 62) are 
followed by a request for the budget, 
latest financial statement, names and sal- 
aries of paid executives and many others. 
(A controller in Memphis sent a similar 
questionnaire to a solicitor several weeks 
ago. Result? He hasn’t heard from him 
further. ) 

Aid to education being one of the new- 
est and one of much importance in com- 
pany giving is covered and very well 
done. Community Chests, Red Cross, 
civic groups, hospitals, orphanages, reli- 
gious and a host of other subjects are 
taken into consideration as to how to 
determine what to give. A variation of 
suggested formulas and many in effect at 
present are of much interest. 

Policies, budgets and controls of vari- 
ous type companies are explained. It is 
amazing, however, to find how few really 
have set policies or budgets. The utter 
inadequacy of donations procedures will 
surprise all readers. 

Mr. Held visited 80 companies regard- 
ing procedures. Included in this group 
were public utilities, petroleum, banking, 
railroads, air lines; retailing—department 
stores, chain food stores; corporate foun- 
dations—insurance, pharmaceutical; and 
manufacturing—nationally advertised 
products, durable goods, and chemicals. 
(Part III.) 

You can readily see that he has covered 
well representative categories of business 
and industry and that adds up to make 
the material in the book not only au- 
thentic but of value to all members of 
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Controllers Institute of America, whose 
Research Foundation is mentioned (ap- 
provingly) on page 119. 

In brief, the author covers every aspect 
in full detail, including such delicate 
matters as handling company executives, 
stockholders, and friends or clients who 
may be asking for contributions to a pet 
charity. 

Any business will be aided by the 
wealth of information he has written and 
be able to build a realistic program of 
giving which will also build goodwill. 


* Published by McGraw-Hill Book Com. 
pany, 330 West 42nd Street, New York 36, 
N. Y. $6.00. 


THE MANAGEMENT OF TIME* 
By James T. McCay 


“To achieve and hold a position of 
leadership in this age of innovation a 
man .. . will need to add continuously 
to his resources of knowledge and skills, 
To do this he cannot afford to be a spend- 
thrift of time. He must learn to guard it 
with resolution, to handle it with preci- 
sion, and to invest it with acumen. Then 
he will find he has a wealth of time for 
leadership and development.” Thus the 
author states his purpose; he is not con- 
cerned with time-saving techniques for 
getting the job done, but with providing 
the time necessary in developing a leader. 
“If a man is chronically short of time,” he 
says, ‘he is probably being swamped by 
the growing challenges of his job.” 

In Part I Mr. McCay outlines the chal- 
lenge of change and the working princi- 

les which can be used in meeting it suc- 
cessfully. In Part II he describes three 
ways to increase the rate of growth and 
overcome time pressures. Part III offers 
tools of time management—techniques to 
accelerate the pace of decisions and ac- 
tions. In his concluding section, the author 
brings together the foregoing concepts and 
methods in a plan for time management. 
Also included is an appendix containing 
a background reading list. 


* Published by Prentice-Hall, Inc., Engle- 
wood Cliffs, N. J. $3.95. 


PROFESSIONAL PRACTICES IN 
MANAGEMENT CONSULTING* 


This book is the first comprehensive 
study of the professional practices followed 
by reputable management consultants. It 
points out that in every profession there 
is a body of practices stemming from the 
nature of the profession which are con- 
sistent with the profession’s purposes and 
functions and are generally considered to 
be the best ways of applying the knowl- 
edges and skills sige to it. They repre- 
sent the attitudes, principles, and ap- 
proaches—usually based on experience— 
which the professional man has found 
(1) contribute to the effectiveness of his 
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special work; (2) make for equitable and 
satisfactory client relationships; and (3) 
relate his profession properly to that part 
of society which it serves. 

The book is organized to show how 
reputable management consultants prepare 
for, conduct, make recommendations, and 
follow up on a consulting engagement. 
These and other related practices are pre- 
sented in terms of what clients should ex- 
pect if they are to receive real value for 


fees paid. 





* Association of Consulting Management 
Engineers, Inc., 347 Madison Ave., New York, 
N. Y. $2.75. 


INTERNAL AUDIT AND 
CONTROL OF FACILITIES* 


This report is part of a continuing re- 
search program concerned with studying 
the practices applying to internal auditing 
and control in various areas of the operat- 
ing structure of business. Included in topics 
covered are general considerations of con- 
trol, authorization and acquisition, audit- 
ing the acquisition and construction of 
facilities, control over acquired facilities, 
depreciation and valuation, maintenance, 
disposition of facilities, and planning the 
internal audit program. 

Included in an appendix are outlines 
from various companies showing some of 
the factors to be taken into account in the 
negotiation and administration of a cost- 
plus construction contract. The report con- 
dudes with a reading list of selected pub- 
lications on the subject. 


*The Institute of Internal Auditors, 120 
Wall Street, New York, N. Y. $1.00. 


FINANCING FOREIGN OPERATIONS: 
Sources of Capital for U.S. Trade 


and Investments* 


Many companies are finding it neces- 
saty to seek new sources of funds for 
continued expansion abroad, with capital 
reserves and conventional sources of 
money frequently taxed to the limit by 
domestic operations. 

The search for venture capital is 
further complicated by the desirability of 
using local funds as a hedge against infla- 
tion, on the one hand, and of obtaining 
such funds at reasonable rates, on the 
other. 

In response to this need, the U.S. Gov- 
ernment, a number of international lend- 
ing agencies, and the various branches of 
the private money market all offer as- 
sistance to U.S. companies with foreign 
trade and investment problems. 

This report is designed to acquaint the 
US. businessman with the nature and 
extent of services and funds available 
from these sources. 





_* AMA Management Report No. 23. Pub- 

lished by the American Management Associa- 

. 1515 Broadway, New York 36, N. Y. 
50. 
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NOW 
IN ITS 
SECOND 
PRINTING! 


CORPORATE RECORDS RETENTION, VOL. 1: 
A Guide to U. S. Federal Requirements 


Space, at any time, means money most firms figure at $ per square foot. 
Filing of records, no matter how you do it, involves more money, time 
and expense. Is there an end in sight ? 


There is, but most management executives do not have the time and are 
not able to pinpoint the specific ruling in the maze of regulations gov- 
erning the time-length of records retention. Others feel they might in- 
fringe on what is considered a legal decision. 


As a management executive you should know. Now, you can know— 
simply, swiftly—easily as possible with CORPORATE RECORDS RETEN- 
TION, Vol. 1. 





CORPORATE RECORDS RETENTION, Vol. 1, will point the way for you, 
single out the federal requirements denoting the time-length of records 
retention for 15 major industries. You will be able to adopt these 
accepted and precise time-length requirements for your own records 


retention program. 


In a matter of minutes, you can sit down with your legal counsel and 
work toward savings of thousands of dollars in space, filing time, cleri- 
cal costs and records maintenance. 


CORPORATE RECORDS RETENTION, Vol. 1, contains 242 pages with 27 
sections—and the detailed index will make it easy for you to put your 
finger on hundreds of specific time-length record requirements: ac- 


counts receivables and payables... bank deposits . . . cancelled 
checks . . . depreciation reserves . . . financial reports . . . insurance 
records... journals . . . payroll records .. . tax records . . . and 


much, much more. 


Plus—information on microfilming in lieu of original records whenever 
permissible. 


Order Volume 1: A Guide To U. S. Federal Requirements now, so you 
will be sure to have the complete picture. 


CORPORATE RECORDS RETENTION, VOL. 1 $10.00 


($7.50 to members of Controllers Institute of America) 


Orders from non-members outside Continental U. S. and Canada 
must be accompanied by remittance 


CONTROLLERS 
INSTITUTE 
RESEARCH 
FOUNDATION 


IN C. 2 park avenue 
wees NEW YOrK 16 new york 





429 











TOOLS for financing plant 
and equipment acquisition 





Here, in easy-to-read form, is what today’s 
controller needs to know about using the 
new financing and marketing tools—lease- 
backs and equipment leasing—in solving 
problems of facilities acquisitions, replace- 
ment, and marketing. 


SALE-LEASEBACKS 
and LEASES 


In Real Estate and 
Equipment Transactions 


By 
HARVEY 
GREENFIELD 


Attorney at Law 





and 


FRANK K. 
GRIESINGER 


Asst. Treas. 
Lincoln 
Electric Co. 


8% x 11, spiral-bound, $15.00 


This latest Consultant Report analyzes the 
pros and cons of using sale-leasebacks and 
equipment leasing; discusses the business, 
tax, legal, and accounting factors involved; 
and gives practical case histories. It stresses 
the intelligent use of long-term credit and 
also points out how leasing should be ex- 
amined in relation to other financing al- 
ternatives. 


INVALUABLE HELP for the: 


Controller, attorney, banker, or consult- 
ant receiving client inquiries on leasing 
Businessman needing equipment or plant 
facilities 

Owner of real estate which has appre- 
ciated in value 

Investor seeking a real estate investment 


Covers such topics as: 


Using the Lease to Free Using the Sales-Lease- 

Capital back to Prepay a 
Using Leasing to In- Mortgage 

crease ‘“‘Cash Flow”’ Financing New Con- 
Substituting Leasing for struction 

Bank Financing Depreciation 
Variations in the Sales- Advantages of Equip- 

Leaseback Transaction ment Leasing 
Leaseback Advantages to Characteristics of 

Seller-Lessee . . . Pur- Equipment Leases 

chaser-Investor Leasing of Autos... 
How Sale-Leaseback Trucks 

Works 


=— — 10-Day FREE Examination — — 


McGraw-Hill Book Co., Dept. CNT-9 
| 327 W. 4st St., N.Y.C. 36 | 


I send me Greenfield and Griesinger’s SALE- I 
| LEASEBACKS and LEASING for 10 days’ ex- | 
amination on approval. In 10 days, I will re- 
mit $15.00, plus few cents for delivery costs, or | 
return book postpaid. We pay all delivery costs 
I if you remit with coupon; same return privi- 


lege. PRINT I 
i NE cal iice ga ahh du cadre a eee ees) obese I 
I chek seiue bedan anh wt oa baie esaseebes I 
I ee re ZOne.... State...... 
EE niinkc peas cvnd beta we Ka dene anee ane ot I 
DARN oe ice cnet oak Nelous ocean i 
ry CNT-9 4 
I For price and terms outside U. S. I 
Write McGraw-Hill Int’l., N. Y. 36 =a 
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Pricing Your Products for Profit 


(Continued from page 409) 


Industrial chemicals, steel foundries 

Take the case of industrial chemicals. 
Here is a situation in which the walls of 
price tradition sometimes press in closely 
upon the company that makes and sells 
such products. So what can they do? 

They can analyze, should analyze, and 
—in increasing numbers—are analyzing 
the profitability of their products in terms 
of meaningful costs and known price pat- 
terns, toward the end that decisions can be 
made to maximize the profitability of the 
whole company — by intelligently 
selecting the products which they wish to 
make and sell. This, too, is still pricing. 
But if you do not agree that it is pricing, 
no matter; we can quickly agree that it is 
an area of executive action which depends 
upon an understanding of the nature and 
behavior of prices. 

There are, you may be assured, many 
cases in which an analysis of product prof- 
itability has caused a management to de- 
emphasize one line of product while stim- 
ulating others, in order to maximize total 
net revenue. 

As a matter of fact, there is the case of 
a steel foundry in which the president con- 
cluded from an analysis of the profitability 
of all products in the line that a given 
line of castings ought not to be kept in the 
line because they were of such low prof- 
itability. To cut out the line he employed 
the strategy of raising the prices of those 
products by 50%. 

You will be interested to know that the 
products are still in the line and, at the 
new prices, are contributing nicely to the 
company’s profit. 

What lessons can we learn from these 
two cases? 





1. That when market price seems rigid 
and unchangeable, test it before you con- 
clude that there is nothing your company 
can do about price. 

2. That when market prices are rigid, 
and margins are inadequate, a profitabil- 


ity analysis is the next step. 

3. That under any circumstances, analy- 
ses of the relative profitability of all prod- 
ucts in the line can provide a sound foun. 
dation for executive action with regard to 
the selection of products to promote or to 
de-emphasize in maximizing a company’s 
profits. 


A profitability analysis requires certain 
kinds of carefully selected costs, in many 
cases, in order to provide a basis for ef- 
fective managerial action, and just what 
those costs are is not the province of this 
paper. Suffice it to say that there are some 
important considerations involved. 


CONCLUSIONS 

It is not necessary to go on reciting in- 
stances of effective price management in 
action in order to reach the conclusions 
which I hope will result from this article. 
They can be summarized simply in this 
way: 

1. Clear away the cobwebs of confu- 
sion that seem to surround the subject of 
pricing. Concern yourself only with maxi- 
mizing the profitability of your company. 
Any way you look at it, this is the assign- 
ment of management. 

2. Don’t let the complexities of pricing 
confound you. Admittedly this is a tricky 
field, but more and more managers are 
getting into the problems of pricing and 
doing something about them. 

3. Develop some courage to expeti- 
ment. The way to start is to begin. Test 
the market to see how you can maximize 
the profitability of your company as a 
whole. 


For as long as the law of “price minus 
cost equals profit’ is in effect, managers 
must pay as much heed to the “price” 
part of the equation as they have been ac- 
customed to paying to the “cost’’ part. 
They must, that is, if they expect to earn 
their salt as managers. 


Profit Control and Measurement (continued from page 411) 


time. Furthermore, human and subjective 
error can be introduced in the develop- 
ment of the breakeven point and the 
profit-cost change for any change in vol- 
ume. 


LONG-TERM USE 

The correlation technique can also be 
applied to the long-term (say ten or 
twelve years) sales and profits with prac- 
tical results. Let’s assume a company is 
studying the acquisition of another and it 
has been supplied with forecasts for 
growth of sales; also some past income 
statements. A correlation calculation using 
this information will give an estimate of 
future profits. It will, also, give informa- 


tion for measuring objectively how varia- 
ble profits are liable to be and how large 
the dollar error is likely to be in the es- 
timate. Of course, over a long period a 
profit change curve is flatter than with one 
year, monthly data, because so-called fixed 
costs become variable. As a company 
doubles its volume over a ten-year period, 
it usually doubles its capacity and fixed 
costs. 


PROFIT PREDICTION 
An area that is worthy of further ex- 
ploration is the application of multiple 
correlation methods to profit prediction 
and control. Where companies have prod- 
uct lines with vastly different profit mat- 
(Continued on facing page) 
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South Bend, Indiana 


Officers and directors of the Michiana 
Control of Controllers Institute were 
hotographed at a recent meeting at which 
Jans for the Control’s current year were 
developed. Standing (left to right) are: 

Charles R. Miller, director of the Con- 
trol; W. Ray Irwin, secretary; John M. 
Wolf, director; Harvey H. Eich, vice 
resident; Leo G. Swinehart, president; 
Karl D. Jahnke, director; Carl A. Mathes, 
director; and G. Edward Harwood, treas- 
urer. 





New York, N. Y. 


W. Joseph Littlefield, since 1946 con- 
troller for financial analysis, Johns-Man- 
ville Corporation, New York, has been 
appointed research director of Controllers 
Institute Research Foundation (formerly 
Controllership Foundation, Inc.). 

From 1937 until his retirement last 
month, Mr. Littlefield served Johns-Man- 
ville in various research and executive 
capacities. After conducting a study of the 


Lf LONG SHOTS & CLOSEUPS WITH THE CONTROLLER CAMERA 





company’s purchasing organization, he was 
appointed director of forecasting, produc- 
tion and inventory control. In 1939, he 
was made product manager for friction 
materials, transportation sales department, 
and a year later was advanced to budget 
manager. He became controller for finan- 
cial analysis in 1946. 

A graduate of Harvard College and 
Massachusetts Institute of Technology, 
Mr. Littlefield began his business career 
with the Union Carpet Lining Company, 
Watertown, Mass., where he rose in three 
years from machine operator to assistant 
to the general manager. The company was 
purchased in 1922 by Palmer Bros. Com- 
pany, New London, Conn., which named 
Mr. Littlefield production manager and 
assistant to the general manager. He 
subsequently became treasurer and general 
manager, Thorndike Company, West 
Warren, Mass. From 1933 until he joined 
Johns-Manville, Mr. Littlefield was gen- 
eral manager of the Brake Lining Manu- 
facturers Association and of the Brake 
Lining Division, Asbestos Industry. 

The Foundation’s new research director 
continues as treasurer and director, Compo- 
nent Design Corporation, Darien, Conn., 
and as a director of Kirk Industries, Inc., 
South Norwalk, Conn. 

During World War I, Mr. Littlefield 


served with the Ordnance Department, 
and then with the Field Artillery, emerg- 
ing with the rank of captain. He subse- 
quently served as captain of Field Artillery 
in the Officers Reserve Corps and with the 
Connecticut National Guard. 

Born in Boston, Mass., Mr. Littlefield 
was married in 1918 to Sally Pastorus 
Damon, now deceased. His two sons by 
that marriage are Paul D. Littlefield, now 
treasurer, Freeport Sulphur Company, and 
Joseph P. Littlefield, now serving as a 
management consultant in Rome, Italy. In 
1952, Mr. Littlefield married Doris Mae 
Bayley; their daughter, Melissa, is four 
years old. 

A resident of South Norwalk, Mr. Little- 
field is treasurer, director and past presi- 
dent of the Wilson Point Property Owners 
Association; treasurer, Greater Norwalk 
Parks and Recreation Fund, Inc. He is a 
member of the Harvard Club of New 
York City and past president of the 
MIT Club of New York and of the 
Forecasters Club. He is also active in the 
A.P. Club, in the Darien Squadron of 
the U. S. Power Squadron and the An- 
nisquam (Mass.) Yacht Club. 

An ardent sailor and amateur photog- 
rapher, Mr. Littlefield rates himself as a 
poor golfer and “‘average”’ at bowling and 
paddle tennis. 





(Continued from page 430) 

gins; where accounting systems defer 
overhead costs with inventory increases 
(increase profits because of production; 
not sales); where unit sales prices rise 
with backlogs; it would seem that mul- 
tiple correlation methods could perform 
a valuable function. 

In Exhibit I you find a correlation chart 
of a manufacturing company whose ac- 
counting and profits are well controlled. 
This chart was drawn and all calculations 


were made by machine. In Exhsbit II you 
find a table that might be used in a head- 
quarters for control of four divisions. 
Columns 3, 4, 5 and 6 contain actual fig- 
ures from such a group, the remaining 
columns contain fictitious but plausible 
numbers. 

It is the writer's feeling that the tech- 
nique described should be used to supple- 


THE CONTROLLER...... See we 


ment, not supplant, budgets and other 
useful management tools. It describes a 
relationship between volume and profits— 
perhaps the most important relationship 
but certainly not the only significant one. 
Having at all times such a visual and 
numerical description available certainly 
should aid management in the control of 
its business. 
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IDP Speeds Up Records on Juvenile Products 


George F. Legassey 
Controller, Thayer, Incorporated 
Gardner, Massachusetts 


ew MANUFACTURE of juvenile products 
is a highly competitive business, involv- 
ing high-activity items that are susceptible 
to change while on the production line. 
This creates a need for a fast production 
cycle and quick delivery with an acceler- 
ated preparation of production costs and 
customer invoices. 

The Thayer organization is accomplish- 
ing this need through the efficiency of 
mechanized accounting methods, at a sav- 


ing of more than $3,000 a month in cleri- 
cal payroll alone. 

A comparatively young organization, 
we began operations in 1938. Since then 
we have mushroomed from one small fac- 
tory to eight, and have become the world’s 
largest supplier of a complete line of re- 
lated juvenile products, with gross annual 
sales of over $7 million. 

In order to supply our customers with 
quicker service, we now have warehouses 
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OF TODAY! 


Here is the most spectacular advance in the Continuous Tab Card field! FORMSCARD.. . 
the only Continuous Tab Card that effectively implements the full speed and efficiency of 
your automatic tabulating equipment! FORMSCARD . . . so widely accepted its enthusi- 
astic. users already read like a “Who's Who” of the business world! Call or write today 
for detailed information and samples of FORMSCARD, the only continuous Tab Card made 


without medial waste strips! 


Manufacturers of line-hole continuous business forms 


WILLOW GROVE, PA. Phone: Livingston 8-6300 
Sales representatives in principal cities. 
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located in Los Angeles, San Francisco 
Dallas, Denver, and in Montreal and 
Winnipeg, Canada. Twenty-nine repre. 
sentatives cover every state in the country 
and export business is conducted in Puerto 
Rico, Cuba, South America and Europe. 

To maintain this decentralized opera- 
tion, and meet the competitive situation, 
up-to-the-minute production reports, in. 
voices, quota reports, merchandise inven. 
tory, direct communications, etc., are te- 
quired. Obviously this can be costly and 
time-consuming. The answer lies in mod- 
ern methods which integrate high-speed 
data processing with high-speed commv- 
nications. 

Through the installation of Remington 
Rand punched-card equipment, our cleri- 
cal operations have been streamlined and 
we are getting up-to-date reports on our 
entire business operations. 

In the past, when they were being proc- 
essed manually, reports and production 
schedules were three to four weeks late, 
Customer orders and invoices were back- 
logging and causing production slow- 
downs and shipment delays. Now we get 
reports on Monday which summarize the 
previous week’s activity and enable man- 
agement to plan the current week’s pro- 
gram and plan of attack. 

A key step to our improved handling 
of these orders is the Cardo. Matic punch. 
The processing now follows these steps: 


1. Customer order received. 

2. Operator selects customer name and 
address master card and item master 
cards for each line on the customer's or- 
der. Only the variable information such as 
quantity ordered has to be key-entered by 
the operator. The balance of the informa- 
tion is automatically reproduced by the 
Card-o-Matic into order Tetail cards. 

3. Order cards are extended on the cal- 
culating punch. 

4. The electronic sorter arranges the 
cards in sequence by order number. 

5. Order forms are automatically listed 
on the tabulator and checked against the 
original order. 

6. Seven parts of each order form are 
distributed to the proper departments. 

7. Punched cards are filed in an open- 
order file for use in invoicing at time of 
shipment. 

8. A duplicate set of cards is repro- 
duced and filed to prepare analysis re- 
ports. ‘ 

9. The process is completed at the time 
of shipment when the cards are pulled 
from file and the invoices are automati- 
cally tabulated. (Continued on page 434) 








A NEW APPROACH TO 


BUDGETING 
Write for Information 


McCORMICK & COMPANY 


Consulting Engineers 
Park Building Yonkers, N. Y. 
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‘| Now Te on... 


Expanded Tax Protection 


€§;) FEDERAL TAX GUIDE REPORTS 


Included — No Extra Charge 
THREE BIG “COMPILATION VOLUMES” 
to Bring You Right Up to Date ! 


Bigger and better than ever is the increased tax guidance and protec- 
tion built into this new expanded Series of CCH’s FEDERAL TAX 
GUIDE REPORTS. 

Now added are exclusive new features; now greatly expanded and 
improved are all the use-tested aids that have always characterized 
the “Reports.” 

— “Estate Tax Planning” 


"Tax Savings” — “Tax Tactics” 


Discussions on ‘Tax Tactics’ explain techniques and strategies that 
sharpen and perfect tax management methods. The what, how and 
why of audits are made plain and practical. Expert explanation helps 
take the hazards out of handling tax disputes with the IRS. Special 
new help on ‘Estate Tax Planning’’ shows ways and means for timely 
conservation of assets to slash tax liabilities. 

Income, estate and gift tax angles and economies are flagged, ex- 
plained and applied to everyday tax affairs. Week after week, the 
“Reports” assure the very latest tested and approved methods for 
nailing down every new tax advantage. And they flash timely warning 
of each emerging penalty and pitfall under the ever-changing rules. 

Subscription includes three big new “Compilation Volumes” that ar- 
range and organize the complete background essential to competent 
tax management—with all the latest developments carefully fitted into 
place. Authoritative CCH Editorial Explanations cut across every twist 
and turn to point the way toward sound solution of just about every 
day-to-day federal tax problem. 


COMMERCE 


Send for Your FREE Tax Book ! 
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\NcoMe out clearly and simply major new income : 
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COMMERCE, CLEARING. HOUSE, INC.. 
PUBLISHERS of TOPICAL Law a a ne — oe | rn jan j 
CHICAGO 46 WASHINGTON 4 Address 


NEW YORK 17 


420 LEXINGTON 425 13TH STREET. N. W 


4025 W. PETERSON AVE 


Ave 


CCH “SPECIALS” and “EXTRAS” 
Included at No Added Cost — 


Subscribers for the REPORTS 
also begin receiving immediately 
CCH “Specials” and “Extras” in 
convenient book and pamphlet 
form. Typical recent Extras in- 
cluded “Self-Employment Retire- 
ment Explained,” “Tax Rate Ex- 
tension Act,” “Trusts and Bene- 
ficiaries Revision,” — plus others 
equally timely and important. 
Extras and Specials like these 
come to subscribers as each is 
issued throughout the entire 
subscription, for added brief- 
case or take-home use, and all 
at no extra charge ! 
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CLEARING House, INC. 


4025 W. Peterson Ave., Chicago 46, Ill. 


mplimentary copy of ‘‘Corporations Face New Income 
Also send full details on CCH’s new, expanded 
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SPACE PLANNERS 
INTERIOR DESIGNERS 


Expert Space 

Planning Means € 
Efficient and A xq 
Economical 'e INC. 
Office Operation 








—53 Park Pi., New York 7, N. Y., WOrth 2-6080 — 
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Send today / 
FOR THE COMBINED REPRINT OF 
ARTICLES FROM THE CONTROLLER 


ono RETIREMENT 


April 1958 
ARE CONTROLLERS PLANNING 
FOR THEIR OWN RETIREMENT? 
James V. Class 


May 1958 


KEEPING BUSY THOUGH RETIRED 
Royal B. Alcott 


Two Book Reviews 
April 1953 
Some Observations on Executive Retirement. 
By Harold R. Hall. Reviewed by K. Y. Siddall 


May 1958 
Retirement: A New Outlook for the 
Individual. By Gifford R. Hart. Reviewed by 
Louis M. Nichols 


$7.00 
Address Reprints 
THE CONTROLLER 


Two Park Avenue New York 16, N. Y. 














NORTHERN IOWA HAS THE THINGS 
YOU WANT IN A PLANT SITE 


o inre ul 
eR” Ene 
C 


. FINE COLLEGES 
& UNIVERSITIES 


34) 


YOU CAN FISH, 
HUNT & BOAT 







BROCHURE "see 


PARADISE, T 


—— 
Containing vital information on cities offering in- 
dustrial sites for your consideration and opprovol, 
fowa's “Golden Quorter” is 
on the move. Don't overlook 
these wonderful locations .. . 
all have tremendous possibili- 
ties. You and your company 
stand to benefit. Write today! 
MAIL REQUESTS TO: 
JOSEPH E. HALL, presivent 
McCOY TRUCK LINES, INC. 
WATERLOO, 1OWA 


MsCOY 
TRUCK LINES 
The Real McCoy 


McCOY OFFERS DAILY DIRECT SERVICE TO 72 
POINTS IN IOWA THROUGH THE CHICAGO- 
TWIN CITIES AND OMAHA GATEWAYS 





BACKLOG OF 
SKILLED WORKERS 


a 





EXCELLENT SITES 
FOR INDUSTRY 











IDP Speeds Up Records 


(Continued from page 432) 


We have been able to extend our new 
system’s versatility by integrating the 
punched-card equipment with a teletyp- 
writer and a card-to-tape converter. For 
the home office to maintain direct com- 
munication with the decentralized branches 
involves heavy amounts of paperwork, 
mailing and telephone expenses. The 
mechanized system has eliminated this, 
giving us a direct communications tie-in 
between the home offices in Gardner and 
our Bluefield, Virginia, plant which ena- 
bles us to process a customer order in one 
day. These orders formerly took nine to 
ten days of telephone calls and written 
correspondence to complete. 

All necessary information for an order 
can be transmitted over the teletype by a 
single operator. This is in contrast to the 
old method that required the use of sev- 
eral people for the same job. 

Mix-ups in merchandise and shipment 
delays have been eliminated, and customer 
service has been improved by 90 per cent. 
Telephone and mailing costs have de- 
creased by approximately 60 per cent. 

All this was accomplished as part of the 
order-processing procedure. The order 
cards pertaining to the Bluefield plant are 
fed into the card-to-tape converter, which 
automatically punches the information in 
a five-channel paper tape. The tape is then 
fed into the en to automatically 
reproduce the order on a preprinted form 
in Bluefield, Virginia. 

Thus we have transmitted the order for 
shipment, at no risk of human error and 
with great speed. Through a variation in 
procedure, Bluefield, Virginia, transmits 
the shipping record to Gardner, Massa- 
chusetts, where the billing is done. This 
same equipment enables us to transmit in- 
teroffice communications, production re- 
ports and a variety of statistical data. 

A study is being made of the practica- 
ble application of this system with the 
plant in Maiden, North Carolina. 

Sales analyses, by-product of the sys- 
tem, furnish us with a complete picture 
of sales progress. Here is what we get: 
Quantity of items sold by item number, 
finish and shipping point, on a monthly 
and year-to-date basis; quantity canceled 
on a year-to-date basis, with the balances 
to be produced and to be sold; a priority 
report showing each factory's status with 
regard to scheduling and production. 

The reports further show the weekly 
amount of orders, by product class and by 


salesman. Another report shows in dollars 
the total weekly cancellations and ship. 
ments of each factory. Each week, a report 
of all items shipped shows the amount 
and quantity with the cost of the items, 
Subsequently, the accounting department 
is given a detailed analysis of debits, 
credits, invoices, etc. 

To complete the picture, we receive 
monthly invoice summary quota reports of 
salesmen’s commissions. They include the 
name of the salesman and amount 
shipped, whether he was over or under his 
quota. Finally, a net item order report of 
market specials and promotion numbers 
shows the number of items sold to date. 

These reports took from 25 hours to 
four weeks to produce manually, and re- 
quired 17 people working full time; this 
has been reduced to five people and the 
job is done in about 12 hours. 

Other reports that needed the work of 
three people working 40 hours a week 
plus overtime are now completed in eight 
hours. All production figures are on 
schedule to date, and paperwork and error 
have been reduced by 95 per cent. 

Four employes operate the system under 
the guidance of the tabulating department 
supervisor. They handle the entire work- 
load on a straight-time basis. 

Much as we have gained from the use 
of this equipment, we are keeping an eye 
on the future. Already on order is a Uni- 
vac 60 punched-card electronic computer, 
which can perform thousands of calcula- 
tions per minute, each proved automati- 
cally. With it we will be able to prepare 
combined warehouse inventories faster. 

Also, we will be able to centralize pay- 
roll preparation for all plants, process ac- 
counts receivable and accounts payable. 
Factory cost is also on the planning board. 
This will add further savings in time, 
labor and expense, and will streamline 
accounting procedures. 

In effect, we will materially expand our 
data-processing capacity for only a frac- 
tion of the cost and effort that might 
otherwise be involved. 


Variation on the Piggyback 


A new type of piggyback service is 
helping west coast shippers trim trans- 
portation costs by 33 per cent to 50 per 
cent. The shipper in this case provides his 
own flatcar and trailer and the railroad 
hauls the equipment between two rail 
points for a flat fee. The Interstate Com- 
merce Commission is currently studying 
this type of piggyback service to deter- 
mine if it will affect other common cat- 
riers adversely. 








APPRAISALS 


NATIONAL ORGANIZATION OF APPRAISAL ENGINEERS 
STANDARD APPRAISAL COMPANY 
6 CHURCH STREET ATLANTA 


NEW YORK, N.Y. CHICAGO 
ST. LOUIS 


BOSTON 
PHILADELPHIA 
PITTSBURGH 








FOUNDRY CONSULTANT 
NONFERROUS 
Sand Casting; Permanent Mold Casting; 
Centrifugal Casting: in Aluminum, Brasses, 
Bronzes. 30% eaded Bronze; Aircraft 
Quality Bearings and Castings. 
Ed Jenkins, 286 Penobscot Bldg. 

Detroit, Mich. Phone—Woodward 5-7947 
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Controllers Business Show to Open October 25, Pittsburgh 


The business exhibits, staged at the 
28th Annual National Conference of 
Controllers Institute of America, being 
held at the Penn-Sheraton Hotel, Pitts- 
burgh, Pa., from October 25-28, will 
open to visitors at noon on Sunday, the 
25th, and will be on view throughout 
the entire Conference from 9 a.m. to 
6 p.m. daily in the Allegheny Room, 
Fort Duquesne Room, the Sky Room, and 
the Monongahela Room on the 17th floor 
of the hotel. 

The special Business Show Commit- 
tee, under the chairmanship of Paul A. 
May, controller, Mine Safety Appli- 
ances Company, Pittsburgh, Pa., will be 


in charge of this phase of the 28th 
Annual National Conference activities. 
Exhibitors who will have interesting and 
comprehensive displays are: 

Bailey Company, Pittsburgh, Pa.; Bell 
Telephone Company of Pennsylvania, 
Pittsburgh, Pa.; Burroughs Corporation, 
Detroit, Mich.; Dictaphone Corpora- 
tion, New York; Diebold, Incorporated, 
Canton, Ohio; Friden, Inc., San Lean- 
dro, Calif.; Gray Manufacturing Co., 
Hartford, Conn.; International Business 
Machines Corporation, New York. 

Also Kelly Girl Service, Inc., Pitts- 
burgh, Pa.; Lumbermens Mutual Cas- 
ualty Co., Chicago, Ill.; Mac Panel Co., 


High Point, N. C.; Marchant Calcula- 
tors, Oakland, Calif.; Monroe Calculat- 
ing Machine Co., Inc., Orange, N. J.; 
Mosler Safe Co., New York; Mutual 
Boiler and Machinery Insurance Co., 
Waltham, Mass.; The National Cash 
Register Co., Dayton, Ohio; National 
Storage Company, Inc., Pittsburgh, Pa. 

Also Olivetti Corporation of Amer- 
ica, Inc., New York; Pittsburgh Automa- 
tion Institute, Pittsburgh, Pa.; Philco Cor- 
poration, Philadelphia, Pa.; Radio Cor- 
poration of America, Camden, N. J.; Rem- 
ington Rand Incorporated, New York; 
Royal McBee Corporation, Port Ches- 
ter, N. Y.; Stromberg Time Corporation, 
Thomaston, Conn.; and Tab Products 
Co., San Francisco, Calif. 





INFLATION—Facts: Facets: Future 


The Economic Conditions under which Business Now Operates. 
A panel from the Federal Reserve Board of Cleveland. 


Accounting in an Inflationary Era. 

Leonard Spacek, Arthur Andersen & Co. and Perry Mason, 
American Institute of Certified Public Accountants. 

Plus a panel of members of Controllers Institute. 


OCT, 25-28 


OCT. 25-28 
NATIONAL 


Counteracting Inflation in Costs, Labor and Tax Planning Areas. 
Moderator, Charles Stewart, Machinery & Allied Products Insti- 


ANNUAL 


tute. 
Ppa ae eee Institute of Technology. © CT. 2 5 ” 2 8 
Cost Reduction. ¢ O N F E R E N C E 


C. C. Caditz, Metal Products Company. 


OCT. 25-28 
CONTROLLERS 

OCT. 25-28 
INSTITUTE OF 
OCT. 25-28 
AMERICA 
OCT. 25-28 


Moderator, Harvey Williams, president, Philco International. 





How Foreign Operations Are Conducted and Why. | 
| 
| 


Dealing with Peoples and Authority Abroad. 
| Stephen Rundt, Rundt Associates. 


Accounting Control Procedures for Foreign Operations. | 
Jerry Bennett, Ford Motor Company. 
| 


Foreign Operations and Foreign Competition. 
General Edward P. Curtis, vice president, Eastman Kodak Co. 


Plus 


Industry Round Table Conferences on Various Subjects. 

Guest Speakers: David L. Lawrence, Governor of Pennsylvania, 
The Renaissance in Pittsburgh. 
and George Murphy of Westinghouse Electric Corporation. 


Annual Business Meeting, Controllers Institute. 





Banquet and Entertainment. 


And Special Events for the Ladies. | Senniedby 


the Pittsburgh Control 
of Controllers Institute 


PENN-SHERATON HOTEL - PITTSBURGH 
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Increased Use of Board of Directors Seen 


ANY AMERICAN COMPANIES are be- 
M coming increasingly aware of the 
value of alert, active boards of directors 
and are making special efforts to step up 
their effectiveness, according to a study 
prepared by the National Industrial Con- 
ference Board in cooperation with the 
American Society of Corporate Secretaries. 

Directors of these companies are being 
kept better informed, the study finds. 
They are being selected for what they 
know and what help they can give to the 
operating executives rather than just for 
their names. To attract good men from 
outside, these companies are raising their 
directors’ fees. 


Nearly a thousand industrial and com- 
mercial companies participated in the 
NICB-ASCS study. Approximately two 
thirds of them are engaged in manufac- 
turing, while the remainder include pub- 
lic utilities, transportation companies, in- 
surance firms, merchandising companies, 
commercial banks and other types of fi- 
nancial institutions. 

While wide variation exists in the 
duties and functions actually performed 
by boards of directors, the study finds 
that the following areas of responsibility 
appear to have general acceptance: 


1. To establish basic objectives and 
broad policies of the company ; 





Let STATISTICALS 


DATA-PROCESSING 











SERVICE 
tes Help You AUTOMATE 
Ask for Brochures | %, 
on any of these iam To Keep Your Records 
STATISTICAL B : UP-TO-DATE 
Services: eis, 

; bit You don’t have to install addi- 
sseeiaienedaiad vo tional equipment or hire extra 
& taventories i personnel to get the savings of to- 
* Accounts Receivable {* By day’s latest data-processing tech- 

and Payable a “Ff niques. 
% General Accounting ft: STATISTICAL provides all the re- 
a ee *33 ports you need on a low-cost, pay- 
as-used basis. 












* Payroll 
* Association Statistics 
* Insurance Accounting 


* Market Research 
Tabulations 


If you have your own tab facili- 
ties, STATISTICAL can help you cut 
costs on overloads, conversions 
and other special assignments. 


Just contact our nearest office. 









* Electronic Computer 
Service 








STATISTICAL facilities include 650 computers 
which open up new avenues of cost control 
to management. 
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STATISTICAL 


TABULATING CORPORATION 


TABULATING - 


53 W. Jackson Blvd., Chicago 4, Til. 


CHICAGO - NEW YORK - ST. LOUIS - NEWARK 
CLEVELAND - KANSAS CITY - LOS ANGELES 








Established 1933 


CALCULATING + TYPING 
TEMPORARY OFFICE PERSONNEL 





GENERAL OFFICES: 
Phone HArrison 7-4500 


SAN FRANCISCO - MILWAUKEE 





2. To elect the corporate officers, ad. 
vise them, approve their actions, and audit 
their performance; 

3. To safeguard and approve changes 
in the corporate assets ; 

4. To approve important financial mat. 
ters and to see that proper reports are 
given to the stockholders ; 

5. To delegate special powers to others 
on matters requiring board aprons 

6. To maintain, revise, and enforce the 
corporate charter and by-laws; and 

7. To perpetuate a sound board. 


Nine- and eleven-man boards are most 
commonly found among the manufactur. 
ing corporations studied. Boards tend to 
run larger in size among nonmanufactur. 
ing concerns. Many companies indicate a 
desire to achieve a balanced board which, 
in most cases, will provide representation 
of company management, outside inter- 
ests, and experts in general management, 

Employe directors occupy 46 per cent 
of the seats on the boards of cooperating 
manufacturing companies, as compared 
with 25 per cent in the nonmanufacturing 
companies. Women directors are present 
on the boards of only 6 per cent of the 
manufacturing companies and in most 
cases they represent substantial stockhold- 
ings. 

The average age of the boards of direc- 
tors of 457 manufacturing companies re- 
plying is 58 years. In three fourths of 
these companies, the directorate’s age av- 
erages between 55 and 64 years, and in 
only 2 per cent of the cases does the av- 
erage age fall below the half-century 
mark, 

Formal retirement plans for directors 
are of fairly recent origin and are still the 
exception to the rule among the manufac- 
turing companies surveyed. Only 14 per 
cent of these firms provide for the com- 
pulsory retirement of employe directors, 
and 10 per cent enforce retirement of out- 
side directors. These proportions are 
somewhat greater among the 189 report- 
ing nonmanufacturing companies. One 
sixth enforces the retirement of employe 
directors, and one seventh the retirement 
of outside directors. 


Corporate Aid to Education 
Increasing 

In 1958, U. S. colleges and univer- 
sities had an estimated income of $4.4 
billion, of which more than $850 mil- 
lion came from voluntary contributions 
including about $136 million from cor- 
porations. This year companies will 
give about $150 million or almost four 
times the amount they donated in 1953. 
A recent survey shows that several hun- 
dred of the largest corporations now 
earmark 34 per cent of their total giv- 
ing for education, as compared with 21 
per cent in 1950. Fastest growing are 
programs under which companies match 
funds donated by employes to the col- 
leges of their choice. 
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Setting the Stage for Profit-Making 














DIVISIONAL PROFIT ACCOUNTING IN A MEDIUM-SIZED 


dit MANUFACTURING COMPANY 
(Continued from page 416) (Stated in Millions of Dollars) 
ges a 
Divisions 
at. 9. Do we meet the acid test of return on investment adequate A B C.. iCal 
are to attract and hold the capital we need? ; 
Sales $10.0 $30.0 $10.5 $15.0 $65.5 
Cost of Sales: 
ers COMPOSITE STATEMENT OF 100 LARGEST AMERICAN COMPANIES Direct Materials 3.0 6.0 1.8 2.0 12.8 
(NONFINANCIAL) AT YEAR-END 1957 Direct Labor 2.0 9.0 0.9 6.0 17.9 
he (Unadjusted for intercompany transactions) Identifiable Overhead 3.0 3.0 3.3 4.0 13.3 
ee Balance Sheet — DIVISIONAL TOTALS $8.0 $180 $6.0 $12.0 $44.0 
Working Capita eatit $ 52 Bi wah Unidentifiable Overhead 0.4* 
Fixed Property (Less Depreciation) 95 Billion ed 
) ae CRPORATE TAL , 
7 Total $148 Billion . —_ $44.4 
to Indebtedness $ 66 Billion GROSS $2.0 $120 $45 $3.0 $21.1 
If- Net Worth 82 Billion | PER CENT OF SALES 20% 40% 43% 20% 32% 
a = Sales and General Administrative: 
h Total $148 Billion Direct Sales Expense $04 $60 $33 $05 $10.2 
’ igi : : Allocated Sales Expense 0.4 0.6 0.9 1.0 2.9 
mn U peraling Shalement : Identifiable General Admin. 0.2 1.5 0.5 0.8 3.0 
“a Per Cent Per Cent ; , 
t r a Unidentifiable General 
t Sales Net Worth Admin. Expense 0.5* 
: Sales $124.0 Billion 100.0% 150.0% ‘ : 
nt Cost of Operation TOTAL SALES AND GENERAL 
4 (Before Taxes and Depreciation 96.0 Billion 7S ADMINISTRATIVE EXPENSE $10. $'&1 $47 $23 $166 
— eS ae 
Net From Operations $ 28.0 Billion 22.5% Net Divisional Profit $10 $29 $ O28 $ G7 
8 Depreciation 7.0 Billion 5.6 8.5% Per Cent of Sales 10% 13% 4.6% 
it a - Net Corporate Profit Before Tax $ 4.5 
le Net After Depreciation $ 21.0 Billion 16.9% Income Tax 23 
st Taxes 11.5 Billion 9.2 14.0% ——— 
|. — —_——. Net Profit After Tax $ 2.3 
Net Income $ 9.5 Billion 7.7% 11.5% ; ry a 
Sidlends 5.5 Billion 43 67 Investment $20.0 $555 $84 $54 $92.3 
° ? eon peed» Per Cent Return on Investment: 
.- Retained in Business $ 4.0 Billion 3.4% 4.8% Before Tax 5% 7% 13% 5% 
f —— —— —— After Tax 2.5% 
Depreciation equals 7.3% of property assets or equivalent to a write-off on a oa ee. a 
a 14-year average. * t Se. t il ivalent to th total of divi- 
n $18.1 billion were spent to increase the property account or $11.1 billion in wairaeee OO en eer etree aie 
: excess of depreciation charges and almost $2 billion in excess of depreciation . 
y and total profits combined. 
; : : In this day of diversified operations, the divisional or verti- 
5 Profits are the wages of ownership. They determine whether  ¢a} form of organization, where applicable, has one outstanding 
: the business—your business and mine—can be maintained in advantage: it helps to localize profit responsibility within the 
: health and vigor. Today, on the ae America s heavy in- organization. It, on the other hand, emphasizes the importance 
- dustries included in this sample, $24,000 worth of tools and of accurate profit accounting. There is always the temptation to 


organized technical know-how stand behind every worker. This 
clearly is the source of much of our boasted productivity per 
worker. The pace at which this figure has moved ahead has con- 
tinually raised our standards of living, created new sources of 
buying power, and permitted an expanding economy. This can- 
not continue unless investors are adequately compensated for 
the risks they take. Without profit there is no incentive to create 
new tools, new plants, new opportunities for employment. 
“Profitless prosperity” is a myth and a baseless contradiction of 
terms in any long-run sense. 


10. Are we able to trace our profits to their source so that each 
one’s performance is measured by those things under his 
own control? 


resort to arbitrary expense allocations of joint costs for want of 
a logical basis of doing so. These arbitrary accounting manipu- 
lations defeat the objective of fixing precisely cost and profit 
responsibility. They contribute to endless arguments among di- 
visional executives and run directly counter to the basic principle 
that each one’s performance can be measured only in terms of 
those things which are under his own control. There is one good 
rule to follow in expense accounting and cost identification: 
Never allocate expenses unless there is something more than a 
purely arbitrary basis for doing so. 

To measure performance in a complex organization, accurately 
and equitably, is the most challenging problem the controller 
has. To deal with it successfully is clearly his greatest oppor- 
tunity to serve his company’s basic profit objective. 





SUBSCRIPTIONS TO 


Membership in Controllers Institute is not necessary to 


The Controller subscribe to THE CONTROLLER. $7.00 for one year; 

Published monthly by 

CONTROLLERS 
INSTITUTE 


TWO PARK AVE., NEW YORK 16, N. Y. 


$12.00 for two years; 65c per copy. Foreign postage 





50c per year. Send orders to subscription department. 
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Computer to Take Over 
Broker’s Paperwork 


A new step toward coping with the 
growing volume of shares traded daily in 
the stock market has been taken by E. F. 
Hutton & Company, members of the New 
York Stock Exchange. The firm signed the 
first contract for Radio Corporation of 
America’s Electronic Data-Processing Cen- 
ter to be inaugurated in the Wall Street 
area this fall. 





Ronello B. Lewis, general partner in 
charge of office operations of the nation- 
wide brokerage firm, is shown examining 
a model of the proposed data-processing 
center which will operate the RCA’s new 
501 computer to provide automation and 
centralization of bookkeeping and billing 
activities for E. F. Hutton and other finan- 
cial firms. 

Chief among the center's functions will 
be to compute (1) trade confirmations, 
which are brokers’ and customers’ records 
of each stock transaction, (2) monthly 
statements for customers, (3) the firm’s 
daily record of stock held, and (4) mar- 
gin dealings. 

Mr. Lewis envisions the center as a 
nucleus from which can develop a giant 
automated clearing house for Wall Street 
firms. Street-side clearing of stocks would 
be eliminated and a central depository 


oten 


then established. Customer debit balances 
would be held centrally and financed by a 
line of bank credit. Brokerage firms would 
then be relieved of back-office functions 
and would concentrate on research, invest- 
ment advice and other customer services. 


High Mobility = Crystal Ball 


This is the new theory for predicting 
which new products and services will win 
mass acceptance in the future, according 
to Opinion Research Corporation. Find 
the nation’s innovators of trends, observe 
what they’re doing and using today, and 
you'll know what the general population 
will be doing and using tomorrow. ‘“The 
most reliable predictors of change in a 
mobile society are the people who are 
themselves highly mobile,” Opinion Re- 
search contends, and it calls these the 
“High Mobiles.” 

They travel more and change residence 
more often, but they are also more apt to 
change their economic status, associate 
with people in a wider variety of occupa- 
tions, move through more educational 
levels and institutions and through more 
intellectual influences. However, they are 
not to be identified by any one or two 
characteristics, says Opinion Research, “it 
is the pattern of their mobility that serves 
to distinguish them . . . too much mo- 
bility in any one area may well lower it in 
others.” 

A six-month survey at Ridgewood, 
N.J., indicated the High Mobiles were 
the first among families surveyed to use 
electric blankets, low-calorie beverages, 
automatic clothes dryers, travel and dining 
credit cards, and auto rentals among other 
things. Of the 105 families studies, 27 
per cent were classified as High Mobiles, 
half were rated as Medium Mobiles and 
23 per cent as Low Mobiles. The High 
Mobiles comprised 100 per cent of the 
frozen soup market in 1950, but by last 
year their share had fallen to only 32 per 
cent as others started buying the product. 
Although the High Mobiles lead the 
Mediums and Lows in adopting most new 
products and services, not all of the 160 
items studied conformed consistently to 
the pattern. 

However, in launching new products, 
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Opinion Research _ believes companies 
would be aided greatly if they could get 
reliable indications of what customer pref. 
erences would be in the future market and 
they consider the High Mobiles ‘“‘the lead. 
ership elite for change.” 


Retired Executives As Consultants 


Of 278 companies questioned, one half 
report retired executives serving in a con- 
sultative capacity, according to a National 
Industrial Conference Board survey. Ar. 
rangements in these cases vary. Some com- 
panies report they consult with such ex. 
ecutives only occasionally and informally, 
while others have used retired officers 
from time to time on special project work. 
More frequently, companies have entered 
into formal consulting agreements with 
their retired executives. Companies pre. 
ferring that their retired executives have 
no further duties with the corporation feel 
that the presence of retired officers may 
affect the morale of the men who replace 
them, or that retired executives lack the 
incentive to carry on. 


Million-Dollar Trade-marks 


Millions are being spent by large indus- 
trial corporations in developing corporate 
symbols which will tangibly express such 
concepts as leadership, quality and integ- 
rity of the company and be instantly rec- 
ognized and remembered by the public. 

In the past year or so, dozens of big 
corporations have modernized old symbols 
or retired them in favor of new ones and 
at least 30 large companies are currently 
revamping their trade-marks. 

Development of such a device can take 
as long as two years and cost anywhere 
from $10,000 to $100,000. Generally, 
months of research are involved—testing 
designs and color combinations for legi- 
bility and visability, interviewing con- 
sumer panels, advertising men, and dealers 
as to how certain symbols are interpreted, 
and similar overseas investigations if the 
product is internationally sold. 

Sometimes a company finds its old trade- 
mark rates so high that a change would 
not be advantageous. On the other hand, 
a new corporate symbol occasionally falls 
so short of the mark that it must be with- 
drawn. These instances are rare, however, 
because of the very careful investigation 
given this matter by most corporations. 

Although some companies use their 
own advertising and art departments or 
agencies to work out new symbols, the 
trend is more and more toward using €x- 
perienced industrial designers. 

While consumer-product manufacturers 
have long felt it important to have a trade- 
mark readily and favorably identified in 
the public mind, it is only in the last five 
years that industrial concerns have come 
to consider it an important adjunct to 
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their advertising and public relations en- 
deavors. As for future trends, predictions 
are that more pictorial symbols will be 
used rather than company names and ini- 


tials. 


Corporate Pension 
Funds’ Assets Up 


Corporate pension funds’ assets reached 
$22.1 billion in 1958, an increase of $2.8 
billion over the previous year’s total. Total 
receipts were $3.5 billion and payments to 
pensioners $710 million in 1958. Corpo- 
rate pension funds’ purchases were the 
equivalent of 30% of net new stock offer- 
ings and 19% of new bond issues last 

ear. 

At the end of the year, 83% of corpo- 
rate pension funds’ investment was in 
corporate securities, about the same as the 
year before. But the percentage of annual 
net receipts invested in common shares 
went to 43% in 1958 from 37% in 1957, 
bringing the total corporate pension 
funds’ assets invested in common shares 
to 27% as of 1958, a 2% increase over 
the previous year’s total. 


Liquidation of Progress Payments 
in Air Force Contracts 


The Air Force has now eased the ad- 
ministrative restrictions governing the 
manner in which progress payments made 
under Air Force contracts are liquidated. 
The new policy, effective July 1, 1959, per- 
mits the negotiation of a lower liquidation 
rate than the rate at which the progress 
payments are made, and applies to exist- 
ing contracts as well as those made on or 
after July 1. Previously, progress pay- 
ments were required to be liquidated at 
the same rate as they were made. 


States Boost Taxes 


State tax increases are sweeping the 
country in a record number of state legis- 
lative sessions, according to Commerce 
Clearing House, with income, sales, gaso- 
line and cigarette taxes bearing the brunt 
so far. Income taxes have been raised in 
Colorado, Iowa, Montana, New York and 
South Carolina; business and occupation 
taxes have been upped in Arizona and 
Washington; Connecticut and Michigan 
are considering income taxes. Sales tax 
rates were increased in Pennsylvania and 
Washington to the nation’s highest state- 
wide rates, and a new sales tax is under 
consideration in New Hampshire, while 
rate boosts are proposed in Illinois, Maine, 
Missouri and Oklahoma. Gasoline tax in- 
creases were enacted in New York, Ohio 
and West Virginia. Higher rates are pend- 
ing in California, Massachusetts, Missouri, 
New Hampshire and Pennsylvania. But 
the most widely hit group so far is ciga- 
rette smokers; seven states have enacted 
tax increases and four others are consider- 
ing higher levies. 








Why so much 
emphasis 
on salvage? 


from the Clients’ Service Bulletin of The American Appraisal Company 


The latest income tax regulations 
provide that “‘salvage value must be 
taken into account” in computing 
allowable depreciation. Further- 
more, “in no event shall an asset be 
depreciated below a reasonable sal- 
vage value.” 


The residual value 


This emphasis on salvage is the log- 
ical counterpart of the more liberal 
definition of useful life as being ‘‘not 
necessarily the useful life inherent in 
the asset, but the period over which 
the asset may reasonably be expected 
to be useful to the taxpayer.”’ If it is 
company policy to dispose of assets 
before they are completely worn out, 
the salvage value may be an appre- 
ciable amount. If, however, an asset 
is used until its life is virtually ex- 
hausted, salvage may be no more 
than junk value. 


4 types of assets 


Our experience shows that depreci- 
able assets generally fall into four 
major categories: 


1. Equipment that is replaced before 
it is worn out. The amount of sal- 
vage depends largely upon com- 
pany policy as to the length of 
time the equipment is retained 
and its prior use. 

2. Equipment that is used as long as 
possible. It seldom has any sal- 
vage value over the cost of re- 
moval. 

3. Equipment with a substantial rec- 
lamation value from basic mate- 
rials such as lead, zinc, copper, 
and other valuable metals whose 
salvage value would be based on 
quoted scrap prices. 

4. Building and most building equip- 
ment items which rarely have any 
salvage value over the cost of dem- 
olition. 


It seems apparent from the new reg- 
ulations that the taxpayer will not 
be permitted to ignore salvage values 
when preparing his depreciation 
schedules. The approach, however, 
should be realistic, with proper con- 
sideration for the various types of 
assets and for policies about replace- 
ments as well as accounting for re- 
moval costs. 
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American Appraisal Service furnishes up-to- 
date, authoritative information about assets, 
including the adequacy of depreciation pro- 
visions. Conclusions are reached only after 
careful consideration of all factual data. An 
American Appraisal report represents more 
than 60 years of experience in the field of 
valuation for purposes of taxes, property 
control, accounting, insurance and corpo- 
rate financing. 
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TOPAMEN ... . 

Warren W. Byrne has joined Crest 
Brands, Inc., Paramus, N. J., as president. 
.. + John R. Bartizal recently became 





MR. BARTIZAL 





MR. SIMPSON 


president of Schoolco, Inc., of Bellwood, 
Ill. . . . Alfon A. Wolz is president of 
the recently organized Corporate Growth 
Research Associates, Jersey City, N. J. 





MR. DORSEY 


MR. ANDRESON 


NEW APPOINTMENTS .. . 


Earl A. Dorsey, treasurer and director 
of finance of Brown-Forman Distillers 
Corporation, Louisville, Ky., has been 


MR. THOMSEN 





MR. DICKMEYER 


elected to the board of directors. Mr. Dor- 
sey is a past president of the Louisville 
Control of Controllers Institute... . 
Clifford S. Farmer has become treasurer of 











CHANGING YOUR ADDRESS? 


Notice of change of address for THE CONTROLLER 
should be received in the editorial offices of THE CON- 
TROLLER, Two Park Avenue, New York 16, N. Y., before 
the first of the month to affect the following month’s issue. 
For instance, if you desire the address changed for your 
November issue, we should be notified of your new address 
before October 1. Be sure to include your postal zone as 
well as your old and new address. 
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Company, a division of the B. F. Good. 
rich Company, at Watertown, Mass. . . , 
Ray W. Gauss was recently appointed con- 
troller of Micromatic Hone Corporation, 
Detroit, Mich. 

Ray R. Serenbetz is now controller of 
Remington Rand International Division, 
Sperry Rand Corporation, New York. 

. . A. M. Wittman has assumed the re. 
sponsibilities of assistant treasurer of the 
Standard Register Company, Dayton, Ohio, 

Pitney-Bowes, Inc., Stamford, Conn,, 
recently announced the election of Simeon 
W. Sells and Harold Camp as vice presi- 
dents emeritus; both are retired having 
served as vice president for government 
relations and vice president for finance, 
respectively. . . . Leon C. Guest, Jr. was 
named vice president and general control- 
ler of General Telephone & Electronics 
Corporation, New York. Mr. Guest has 
served as a trustee of Controllers Institute 
Research Foundation (formerly Control- 
lership Foundation, Inc.) since 1957 and 
as vice president for the past two years, 
. . . Carl J. Thomsen is now vice presi- 
dent-control and finance of Texas Instru- 
ments Incorporated, Dallas, Texas. Mr. 
Thomsen is a past president of the Dallas 
Control of Controllers Institute. 


NEW CONNECTIONS ... 

M. E. Brunner is now controller of Chi- 
cago Express, Inc., New York. . . . E.K. 
Faulds has joined the Miami Window 
Corporation, Miami, Fla., as controller. 
Mr. Faulds is one of the charter members 
of the Florida Control of Controllers In- 
stitute and served as its first president, 
1957-1958. . . . James H. Geer has as- 
sumed the responsibilities of controller 
of CBS Television Network, Columbia 
Broadcasting System, New York. 

C. Paul Hulten recently became vice 
president and treasurer of Firstamerica 
Corporation, Los Angeles, Calif. ... 
G. T. Lawler is assistant treasurer and con- 
troller of Standard Coil Products Co. Inc., 
Melrose Park, Ill. . . . Max S. Simpson 
has been elected an assistant comptroller 
of Socony Mobil Oil Company, Inc., New 
York. Mr. Simpson is currently serving as 
president of the Newark Control of Con- 
trollers Institute. 


PROMOTIONS .. . 

Wilbur R. Andreson was named execu- 
tive vice president of Bekins Van & Stor- 
age Company, Los Angeles, Calif. Mr. 
Andreson is a past president of the Los 
Angeles Control of Controllers Institute. 
. . . Paul F. Dickmeyer was recently ap- 
pointed general manager of the newly 
formed Fort Wayne Corrugated Paper 
Company Division of St. Joe Paper Com- 
pany, Fort Wayne, Ind. . . . The Chesa- 
peake and Ohio Railway, Cleveland, Ohio, 
recently announced the appointment of 
Robert C. McGowan as controller. 


B. F. Goodrich Footwear and Flooring 
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ADDITIONAL DUTIES... 








od- Andrew L. Love was named vice presi- | 
i dent and controller of the’ Western Union | 
on- Telegraph Company, New York... . 
on, Thomas D. Bannon has been elected treas- 
urer and vice _president-finance of his | THE SEARCH FOR BRAINS 
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Correspondence 
(Continued from page 404) 


same regardless of how or when or in 
what amount I invest the money. Hence I 
feel that Mr. ABC’s (the controller) ob- 
jection to the rate-of-return calculation is 
at a minimum misguided if not, in a 
more limited sense, patently unfounded. 

However, shifting away from the theo- 
retical for the moment and turning to the 
practical side, I might ask Mr. ABC a 
few questions: How does he propose to 
differentiate between different potential 
investments? Certainly not by any un- 
adjusted-rate-of-return or payback method, 
for these involve the same type of pre- 
supposition that he was arguing against, 
in addition to a number of assumptions 
that are quite in error. For example, as- 
suming for the moment that I accepted 
Mr. ABC’s argument, wouldn’t the un- 
adjusted-rate-of-return method as well as 
the payback method involve the assump- 
tion that monies will be invested at the 
same rate? For example, supposing I got 

$200 inv. 

a five-year payback (say $40 saving ), and 
supposing that I had vo wse for the money 
until after ten years. Using Mr. ABC's 
argument, the real payback on this is not 
five years but rather ten years. If one as- 
sumes a reasonable management, i.e., one 
which can estimate what type of payback 
or return it should get on its various in- 
vestments, no reinvestment problem of 
this sort will occur, 1.e., the real payback 
will be five years since management will 
have a use for the funds. 

However, I will admit that required 
rates of return vary over the years, and 
that if enough variation takes place a 
number of poor decisions will result. 
However, this is a problem of business in 
general, i.e., not knowing the future, and 
is to be solved by intelligent management, 
not by the rejection of the discounted- 
cash-flow method. 

Turning now to Mr. ABC's second 
question, I believe that he has unfortu- 
nately confused a number of issues. 

Let me begin first by saying that, as a 


matter of logic, an accurately estimated 
rate of return on a project is in no way 
invalidated by the fact that one cannot be 
computed for a division. If all investments 
in a division were calculated at 10% re- 
turn, and if, year after year, a division as 
a whole retains no more than 4%, say, 
the initial calculations were wrong and 
should be improved. This is a matter of 
simple prudence. However, as long as the 
projected rate of return on a particular 
project is reasonably accurate, it is a 
proper measurement and should not be in- 
validated by the inability to compute a 
rate of return for a division. 

I think the real problem that worries 
Mr. ABC, and it is a real problem, is how 
to compute accurate rates of return for 
both a project and a division. Parentheti- 
cally, let it be noted here that this is not 
a problem involving whether or not the 
discounted-cash-flow method should be 
used, but rather whether or not it can be 
used with accuracy. 

Before commenting on the accuracy 
of the adjusted-rate-of-return method, I 
would like to say that it is at /east as ac- 
curate as the unadjusted-rate-of-return or 
the payback method: In all three methods, 
Operating savings are the same on an 
annual basis; the major differences lie in 
(1) in the case of the unadjusted versus 
adjusted returns, the computation of the 
investment, and (2) in the case of the 
adjusted rate of return versus both other 
calculations, the method of comparing 
investment and operating savings. 

These differences account for considera- 
ble inaccuracy on the part of both the un- 
adjusted method and the payback method. 
For example, in the latter, no considera- 
tion is given to the life of the investment: 
a ten-year-life machine with a three-year 
payback appears equally attractive as a 
four-year-life machine with a three-year 
payback. Further, Mr. ABC admits that 
the unadjusted rate of return has certain 
errors of overstatement. But he does not 
clearly admit that the amount of over- 
statement varies. He says he can estimate 
the error. But why estimate when you 
don’t have to? The adjusted rate of return 
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takes estimating, at least to the extent of 
these errors, out of the calculation. 

Thus I cannot accept Mr. ABC’s argu- 
ment that these can be applied to a di- 
vision with much more success. They may 
be easier to compute, but surely not so 
accurate as the adjusted rate of return, 
The discounted-cash-flow method there. 
fore survives his criticism. 

As to the problem of how one can use 
an adjusted rate of return accurately, this 
is an entirely different area, somewhat 
outside of the scope of this letter. I agree 
that many problems are involved. A lot 
of work is required in order to eliminate 
these problems in a particular computa- 
tion. However, if one can estimate costs, 
investments, savings, etc., accurately, or 
even fairly accurately, the use of such 
a calculation is justified. 

In conclusion, I would agree that the 
soundness (of the discount method) has 
been proved at least to the extent that it 
survives Mr. ABC’s criticism or question- 
ing. 


A LETTER TO THE EDITOR 
from R. D. Norby 


I should like to answer the letter 
written by Mr. Controller on March 
1958 concerning the discounted-cash-flow 
method. Before I attempt to answer, or 
deal with, his specific points, I would like 
to say that this discounted-cash-flow 
method is simply one of several ways to 
approach the problem of evaluating in- 
vestment projects. It is by no means “'the” 
method, but it has several advantages over 
the traditional return-on-sales measure, 
payback measure, and the unadjusted-re- 
turn-on-investment measure. Since Mr. 
Controller seems to prefer the unadjusted- 
return-on-investment measure, let us com- 
pare this to the discounted-cash-flow 
method. 

The unadjusted return does not reflect 
varying rates, or uneven rates, of cash 
flow consumed or generated by a project. 
It does not penalize the project whose 
cash profits or proceeds occur late in the 
life of the project, nor does it reward the 
project showing an early cash inflow. If 
the cash flow were even throughout the 
lives of all projects compared, or if the 
pattern of cash flow were the same for all 
projects compared, the unadjusted return 
could give a measure with which to dis- 
criminate between these projects. How- 
ever, in the usual case, projects have dif- 
ferent cash-flow patterns and they have 
uneven cash flows. The unadjusted return 
can’t really be used to evaluate such proj- 
ects. It tends to undervalue projects hav- 
ing early profits relative to projects hav- 
ing late profits. It tends to overvalue the 
project with the largest profit or cash in- 
flow, regardless of when the flow occurs. 
In this sense, it can either over- or under- 
estimate, and thus does wot introduce a 
consistent bias or error. Of course, one can 
mentally adjust for the effect of uneven 
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cash flows,* by using judgment or guessti- 
mate. The discounted-cash-flow method 
allows you quantitatively to measure the 
effect of the timing of cash-flows; it does 
not absolve you of the necessity to use 
judgment ; it simply assigns weights to the 
time-patterns of different projects’ cash- 
flows. 

Similarly, the unadjusted rate of return 
doesn’t allow you to assign quantitatively 
weights to the degree of uncertainty as- 
sociated with cash outflows versus cash 
inflows. In short, more intuition, more 
subjective judgment, and quantitative 
weighing is connected with the unadjusted 
return. The discounted cash flow can help 
you reduce the amount of guesstimating 
necessary, and can help you attain a com- 
parability between projects of widely dif- 
ferent cash-flow patterns, and, it does help 
you recognize the effect of the timing of 
cash flows. 

Mr. Controller points two criticisms of 
the discounted cash method, both of which 
have some validity. First, he says that the 
method assumes that the cash inflows will 
be reinvested (and thus compounded) 
over the entire life of the project at the 
rate of return arrived at by the formula 
computation. To a certain extent, this is 
true. 

When we find a discounted-cash-flow 
return, we discount a stream of cash flows 
at that rate which makes these flows equal 
to the investment. This rate is our return. 
Weare saying, when we discount, ‘“Twenty 
years from now $1 is not worth $1, but 
rather, say, 30¢ since I can invest this 30¢ 
in bonds and it will build up via com- 
pounding to equal $1 in twenty years. 
Thus, I’m indifferent as to whether I have 
30¢ today or $1 twenty years from now” 
(assuming no uncertainty). Thus, we dis- 
count an entire stream back to the present 
to find out what its present value is in the 
above sense. Mr. Controller says this is 
not correct since we can’t invest the 30¢ in 
bonds which will build this 30¢ up into 
$1 by year twenty. These bonds aren’t 
available, he says, because we're going to 
use them all up with our projects. I be- 
lieve he is right in saying that the dis- 
counted-cash-flow method does presume 
the availability of reinvestment oppor- 
tunities, which will allow compounding at 
the same rate as that given by the formula 
calculation. It is entirely possible, how- 
ever, that such reinvestment opportunities 
will be available, even if we do continu- 
ally pick the highest projects—in fact, it 
is because we do continually pick the best 
projects that such an assumption carries 
some validity. However, if the quality of 
our investment projects does decline in 


_ * Even if we aren't justified in compound. 
ing cash inflows at the project's rate of re- 
turn, we can invest these cash inflows in gov- 
€tament securities, etc. There is some value to 
having cash now as opposed to Jater. The un- 
adjusted return doesn’t recognize this. 
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the future, so will our opportunities to 
compound our cash flow from earlier 
projects. From this viewpoint, Mr. Con- 
troller is right. 

However, the discounted-cash-flow 
method isn’t exactly like the bond analogy 
I just gave. We aren’t exactly saying that 
30¢ today is equal to $1 tomorrow zz the 
sense that 30¢ can be built up to $1 by 
tomorrow. We are, to some extent, assign- 
ing relative worths to different dollars 
according to when they occur, and thus, 
according to the certainty of their occur- 
rence. In a sense, we are weighing the rel- 
ative worth of the inflows as opposed to 
the outflows. The sheer projected magni- 
tudes of these inflows and outflows aren’t 
sufficient. By discounting, we can weigh 
their relative worth in such a way which 
takes into account their relative uncer- 
tainties. Now, if these flows are certain, 
or if the inflows have the same uncer- 
tainty as the outflows, Mr. Controller’s 
criticism has more force. In this case, we 
can use a simple discount, or a compound 
discount which does reflect the company’s 
average earning ability—in order to weigh 
the merit of this project. 

Mr. Controller also complains that the 
discounted-cash-flow return can’t be com- 
pared to actual returns, or to the actual 
profit performance of divisions. One of 
the difficulties here is that one must try to 
compare accounting profit and accounting 
measures of investment to cash measures. 
(The projects would be submitted in terms 
of cash values.) Before a comparison can 
be made, the division’s investment base 
must be adjusted to reflect the cash tied 
up in assets. One might try to approach 
the market value of these assets by using 
appraised insurance values. One could 
then measure the cash generated by the 
division to get a cash return. This could 
be compared to the discount flow return. 
Of course, there won’t be complete com- 
parability, but there will be some rough 
guide lines provided. A similar difficulty 
is encountered in using unadjusted re- 
turn, or payout. One can’t really obtain a 
discounted-cash-flow actual return for a 
division, nor for a project once the project 
or division is under way. One can arrive at 
a figure (cash income/appraised value) 
for the division which does reflect its 
profitability, and one can compare this to 
the projected profitability (return figures) 
on investment proposals. The comparison 
won't be perfect, but this would be true 
regardless of the type of return calcula- 
tion used. 

It seems, in summary, that Mr. Con- 
troller’s criticisms have some validity, but 
they are not destructive to the discounted- 
cash-flow method. Like any other system, 
it can be used intelligently only if one has 
a knowledge of the limitations—which 
Mr. Controller seems to have. It is by no 
means perfect, but I feel that it is an im- 
provement over payback and the unad- 
justed-return method. 
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Address box number replies to 
THE CONTROLLER 
Two Park Avenue, New York 16, N. Y. 
Replies will be forwarded. 





SITUATIONS WANTED 





CONTROLLER-TREASURER 
Financial-Systems Analyst-CPA 
Corporation . administrative executive offers 
top-level extensive background functioning 
with management group. Practical experience 
includes IBM EDP, organization planning, 
banking relations, acquisitions, mergers, under- | 
writing, SEC reports; developing expan- 
sion and cost-expense reduction programs, 
analyzing and interpreting costs, budgets, sys- 
tems and surveys, all taxes. Multiplant process 
industries, transportation, import-export com- 
modities, chain stores, securities, real estate, 
construction, financing enterprises. Box 2397. 


MANAGER OR FINANCE DIRECTOR 
Controller-Treasurer-Budgets 

New Yorker, Harvard advanced business edu- 
cation; CIA member, knowledge Spanish and 
international operations, available for U.S. or 
foreign assignment. Heavily experienced all 
administrative and financial functions and as 
management consultant. Box 2400. 


AVAILABLE 
ASSISTANT CONTROLLER 
DIVISION OR PLANT CONTROLLER 

Member of the management team responsible 
for complete accounting. Developed cost con- 
trols, inventory controls, profit plans. Big 
Ten degree, age 37, married, will relocate. 
Salary range $10,000 to $12,000. Resume 
available. Box 2403. 


MANAGEMENT ACCOUNTANT 
Administrative experience. Desires position 
to more fully exercise managerial and tech- 
nical qualifications. B.S., CPA, eight years’ 
public and industrial experience. General ac- 
counting, costs, operating and capital systems 
and budgets, reports. Box 2404. 


ACCOUNTANT-CONTROLLER 

16 years’ experience, 12 years as assistant con- 
troller, ofice manager and cost accountant, 4 
years CPA experience in analyses and statis- 
tical surveys. Study and install appropriate 
accounting systems. Multiplant consolidated 
statements, taxes, interim financial reports. 
B.S. in accounting, married, age 35. Salary 
$8,500 to $10,000. Box 2405. 


CONTROLLER-TREASURER 
Member Controllers Institute of America. CPA, 
Masters degree. Desires position, preferably 
part time, in Detroit or Northeastern Michigan. 
Will travel. Age 49. Box 2406. 


TREASURER-CONTROLLER 


Treasurer of fully integrated, independent 
oil company. Qualified in taxation. Twelve 
years’ heavy experience as CPA. Four years’ 
top-level accounting and financial experience 
(controller, now treasurer) with present em- 
ployer. Member CIA. Age 42. Married. Will 
relocate. Resume on request. Box 2407. 





NOTE: THE CONTROLLER reserves the right to ac- 
cept, reject or censor classified copy and takes no re- 
sponsibility for the people contacted through this col- 





umn nor does it guarantee any item bought or sold. 





HE TOTAL TAX BURDEN, federal, state 

and local, on Charlie Green—and on 
practically every other American—is get- 
ting steadily heavier. Tax Foundation, Inc. 
estimates Charlie's total taxes, excluding 
impenetrable hidden taxes included in 
many of the things his family buys, are 
$1,770 on his $7,500 income. The total 
breaks down, as follows: Federal, $1,081; 
state, $186, and local, $503. 

That big tax bite represents 24 per cent 
of Charlie's annual income. Ten years ago, 
when Charlie was earning $4,900, the 
total tax was $679, or 14 per cent of his 
income. His share of the cost of govern- 
ment now takes ten per cent more of his 
income than it did in 1949. 

Here is Charlie's decade of tax history: 

1959 
(income $7,500) 


$1,081 
186 
503 


1949 
(income $4,900) 
Federal $447 
State i 
Local 155 


Taxes 


The increase in Charlie's taxes is not 
too surprising in view of general govern- 
ment tax increases over the past decade. 
Ten years ago, all government was collect- 
ing $53.6 billion, or $367 for each Amer- 
ican. This year taxes will take an estimated 
$109.4 billion, or $631 per capita. 

Federal taxes alone have increased from 
$37.9 billion to $76.5 billion, doggedly 
keeping on the heels of federal expendi- 
tures which have risen from $39.5 billion 
to $80.7 billion. 

The tremendous upsurge in tax collec- 
tions is reflected in Charlie’s own Form 
1040's. In 1949, he paid $260 in federal 
income tax on his $4,900 income. That 
was five per cent of the income. This year, 
earning $7,500, his tax bill will be $735, 
or nearly ten per cent of the total. One 
reason for the big increase is that apart 
from his dollar increase in income, rates 
have been increased, from 16.6 to 20 per 
cent in his case—up to 91 cents of each 
dollar on top bracket incomes. 

Many of Charlie’s other federal taxes 
have gone up too, some because of in- 
creased rates and some because he spends 
more money. Charlie and Mrs. Green 
smoke the same number of cigarettes as 
they did ten years ago, but the federal tax 
has risen from $43 to $49. The car he 
bought ten years ago carried a federal ex- 
cise tax of $98, which he paid over a two- 
year installment period. The same kind of 
car costs more today, and his excise rose 
accordingly to $176. 

Charlie’s total excise tax payments in- 
creased from $156 in 1949 to $226 in 
1959, which isn’t too bad since he can al- 
ways cut down some here by buying fewer 
of the assorted items taxed under our 
erratic system of federal excises. 

His Social Security tax jumped from 
$30 to $120, as the rate rose from 1 per 
cent on Charlie’s first $3,000 of income 
to 2Y, per cent on the first $4,800. 


LOCAL TAX BILLS 
1949 1959 
Income $4,900 $7,500 
Local Taxes 155 503 
As % of Income 3.2 67 


Charlie Green, like many another sub. 
urbanite, is conscious that the local taxes 
he pays these days seem never to catch up 
with the rising clamor for more and more 
services in his community. ; 

Yet his property taxes already are run- 
ning three times ahead of what they were 
in 1949, 

The millions like himself who rushed 
to the suburbs in the post-World War II 
period have brought radical changes to 
once stable towns on the outskirts of typ- 
ical metropolitan areas. 

Schools for one thing. Total spending 
on public schools in the U. S. increased 
from $5 billion in 1949, to an estimated 
$14.4 billion in 1959. In Charlie’s town 
where a new school or an addition has 
been going up every couple of years— 
with no end in sight—the big increase in 
educational costs is reflected in his tax 
bills, like this: 

1949 1959 

Property taxes $150 $490 
Schools 79 282 
Other purposes 71 208 


In 1949 his new $10,000 house was 
assessed at $4,500. Today, he estimates 
its market value in inflated dollars at 
$15,000. But his assessment has been in- 
creased, too, to $6,750. 

The need for greater local tax collec- 
tions is not hard to figure out, says Tax 
Foundation, Inc. Local government spend- 
ing has more than doubled in the period 
1949-59, and its tax collections have more 
than doubled. 


HOW U.S. SPENDS CHARLIE’S DOLLARS 

The Federal Government, which takes 
the lion’s share of Charlie Green’s tax 
dollars, doubled its spending—from $39.5 
billion in fiscal 1949 to $80.7 billion in 
its fiscal year ending June 30. 

In the present fiscal year its expendi- 
tures are expected to decline—for the first 
time in the last five years—to a still huge 
$77 billion. 

A continuation of this trend, says Tax 
Foundation, Inc., is Charlie’s chief hope 
for a smaller federal tax bite. This table 
shows where his federal tax dollars go: 

1949 1959 


$4,900 $7,500 
447 1,081 


Charlie Green’s income 

His federal tax burden 
National Defense 147 617 
Foreign Affairs, Finance 69 50 
Vets’ Services, Benefits 77 69 
Labor and Welfare 18 58 
Agriculture & Ag. Resources 28 90 
Natural Resources 12 23 
Commerce and Housing 22 47 
General Government 12 22 
Interest 62 102 
Contingencies Allowance = 3 


— 


$1,081 


$ 447 


Total 
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